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FRANK M. McMAHON 
1902 - 1986 


Frank McMahon was the founder of the Westcoast group of 
companies and, indeed, of the oil and gas industry in British 
Columbia. P 

A creative and indomitable force in business, sports and the arts, 
his vision and determination have left a legacy far greater than his 
fame. He opened up northeastern British Columbia and brought 
clean and efficient natural gas energy to homes and industries 
throughout the province. 

A true son of the British Columbia frontier, Frank McMahon was 
born in Moyie and began his career as a hardrock driller in the mines 
of Kimberley, B.C. He retired from active business life in 1970 but 
continued to serve as Westcoast’s Chairman Emeritus until his death 
on May 20, 1986. His contributions will be long remembered. 


The Company 

The principal business of Westcoast 
Transmission is the operation of a major 
natural gas pipeline system situated 
primarily in British Columbia. The total 
system includes approximately 2 100 
kilometres of natural gas gathering lines 
and 2 300 kilometres of main trans- 
mission line, together with facilities for 
the processing of gas, recovery of sul- 
phur, and extraction of natural gas 
liquids. 

Through share ownership in 
affiliated companies, Westcoast Trans- 
mission also has significant interests in 
the Canadian segment of the Alaska 
Highway Natural Gas Pipeline Project, 
a natural gas distribution company in 
west-central British Columbia, and a 
small gas processing and sulphur extrac- 
tion plant in Alberta. 

Westcoast Transmission also owns 
100 percent of the shares of Westcoast 
Petroleum Ltd. which explores for, de- 
velops and produces oil and natural gas 
— primarily in Alberta. 


Information 

This report has been prepared for our 
shareholders, securities regulatory 
agencies and stock exchanges. Requests 
for additional copies of this Annual 
Report, the Westcoast Petroleum Ltd. 
1986 Annual Review, or further infor- 
mation should be directed to the Secre- 
tary of the Company. 


Westcoast Transmission 
Company Limited 

1333 West Georgia Street 
Vancouver, British Columbia 


Canada V6E 3K9 


Annual Meeting 

The Annual Meeting of the Shareholders 
of Westcoast Transmission Company 
Limited will be held in the Regency 
Ballroom of the Hyatt Regency Hotel, 
Vancouver, British Columbia, on 
Wednesday, April 29, 1987, at 10:00 


a.m. (Local Time). 


Highlights 


STCOAST TRANSMISSION COMPANY LIMITED 


Financial ($000) 


1986 1985* 1984* 
Total operating revenues $ 947,948 $1,195,156 $1,151,425 
Net income before extraordinary item 50,900 59,403 58,888 
Net income including extraordinary item 45,900 59,403 58,888 
Net income applicable to common shares: 
Before extraordinary item 42,024 55,724 55,790 
Including extraordinary item. 37,024 55,724: 55,790 
Per common share: 
Before extraordinary item 1.02 {e837 4 eh7/ 
Including extraordinary item 0.90 eo, 1) <S37/ 
Cash flow from operations 139,525 185,425 163,863 
Total assets 1,916,944 1,988,386 1,746,354 
Common shareholders’ equity per share 12.16 di2e25 11.89 
Return on average common shareholders’ equity** 8.4% Wey 11.7% 
Statistical 
Mainline Operations (Million cubic metres) 
Natural gas sales 7 O56 TOSS 7 234 
Gas transported for others 547 214 3) 
Total annual throughput 7 603 7 769 Uf, 2ST 
Oil and Gas 
Average daily production: 
Crude oil and liquids (barrels/day) 9,526 8,013 4,063 
Natural gas (MMcf/day) 34.4 Sane 29.3 
Proven reserves at year end: 
Crude oil and liquids (Mbb!s) 33,341 SipoZa 11,893 
Natural gas (Bcf) 481 479 396 


*Restated to reflect prior period adjustments and 1986 presentation. 
**Before 1986 extraordinary item. 
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Day begins with routine checks at 
Westcoast’s Huntingdon meter station, 
where natural gas from northeastern 
British Columbia is measured before 
being distributed in the lower mainland 
of the province and transmitted across 
the international border to markets 
throughout the western United States. 


sident’s Report to Shareholders 


Ithough 1986 could scarcely be regarded as a 
satisfactory year from the point of view of the Com- 
pany and its shareholders, it certainly was one of 
challenge and also of potential opportunity. The 
principal challenge was to move the Company from 
an expansion mode to one of temporary retrench- 
ment in the face of the steep decline in world oil 
prices and a number of adverse regulatory decisions. 


The principal opportunities lie in the longer- 
term recovery, and even eventual expansion, of our 
natural gas export volumes as a result of far- 
reaching changes which are beginning to occur in 
the marketing of natural gas in North America. We 
believe that these benefits would accrue to both the 
pipeline and the exploration and production sides of 
our activities. 


The rather wild movements in world oil prices in 
the first nine months of 1986 attested to two things. 
Firstly, the dominant role of OPEC on the world oil 
scene, despite recent increases in non-OPEC oil 
reserves, was dramatically re-affirmed. Secondly, 
the discord within the OPEC cartel and the conse- 
quent difficulty of reaching and maintaining 
agreement on production curtailments was never 
more evident. 


Given those two factors, predictions as to the 
timing of full or partial recovery of oil prices 
became even more hazardous than usual. We 
concluded, therefore, as did most other members 
of the industry, that financial prudence demanded 
sharp cuts in exploration budgets and a sizeable 
reduction of staff. Both of these unwelcome steps 
were taken by us with great reluctance and it was 
deeply disappointing to reduce temporarily the 
impetus of our drive towards a greater participation 
in the oil and gas industry. However, as indicated 
further on, we intend to make a cautious resumption 


of that drive in 1987 


2 


In the other area of our operations, the pipeline 
utility, changes of a different nature faced us. After 
a lengthy public hearing, the National Energy 
Board rendered a number of decisions with which 
we found ourselves in disagreement. There were a 
number of complex issues which were resolved to 
the Company’s disadvantage and which, in our 
view, did not reflect the equities of the situation. 
One matter in particular affected the Company’s 
cash flow. Westcoast is now permitted to recover its 
utility capital expenditures at a rate of depreciation 
of only 2.1 percent per annum. This is a very slow 
recovery rate and will undoubtedly require change 
in the future if inter-generational inequities between 
the parties who pay Westcoast’s tolls are to be 
avoided. One presumably unintended result of this 
decision is that the annual amounts of routine 
capital expenditures on the Company’s pipeline and 
its equipment will, as a rule, now exceed the annual 
depreciation recovery. Accordingly, the Company’s 
rate base is likely to increase moderately each year 
for an indefinite period. 


Turning to opportunities for Westcoast, we 
believe that the combination of the decline in oil 
and gas prices and certain aspects of the partial 
deregulation of natural gas transportation and 
marketing will, in due course, help to reinvigorate 
the export market for Canadian natural gas, albeit 
with some increases in business risk for pipeline 


companies. 


The paradox of declining prices assisting the 
Canadian natural gas industry in the long run stems 
from the dramatic reduction in exploration in the 
United States which the price decline has brought 
about. Because the deliverability life of many 
United States natural gas fields is relatively short, 
the lack of exploration to renew reserves is likely to 


President’s Report to Shareholders 


result in shortages of gas in some areas in the fairly 
near future. Thus, the so-called United States gas 
bubble, the excess of supply over demand, may 
finally burst within the next two or three years. 


Insofar as deregulation is concerned, the 
elimination of government administered pricing in 
Canada and the new requirements that transmission 
pipelines provide a pure transportation function as 
well as their traditional middleman function of gas 
buyer and seller, present problems and risks for 
Westcoast. But they also set the stage for major 
changes in the manner and the areas in which 
Canadian natural gas is sold. We believe that such 
changes can be beneficial for the Company and 
the Canadian industry generally in that flexibility 
of pricing and transportation facilities will 
permit penetration of new market areas in the 
United States. 


In 1987, on the pipeline side of our activities, we 
intend to pursue vigorously a number of initiatives 
that will help us take advantage of new marketing 
and transportation service opportunities. On the oil 
and gas exploration and production side, we have 
moderately increased our exploration budget for 
1987 and we will continue to search for suitable 
acquisition candidates. Caution will continue to be 
a watchword in the volatile oil and gas exploration 
and production world, even though the oil price 
increase in the last quarter of 1986 suggests an 
increased willingness on the part of most of the 
members of OPEC to exert greater self discipline 
with respect to production quotas. Thus, whilst 
oil prices will undoubtedly dip again periodic- 
ally, we believe there are reasonable grounds for 
hoping that the longer-term pricing trend will 
be favorable. 


VVe were saddened during the year by the 
passing of Frank M. McMahon, founder of 
Westcoast Transmission. His contribution to the 
Company and to Western Canada provides a con- 
tinuing memorial to this outstanding Canadian. 


David L. Helliwell has chosen not to stand for 
re-election to the Board this year. His valued contri- 
bution as a Director of Westcoast will be missed and 
we are grateful for his past services. 


Finally, I would like to extend my personal 
thanks as well as my commendation to all of our 
employees for their diligence and effort in this 
challenging year. 


hex oe Ree 


John Anderson 
President and Chief Executive Officer 


Vancouver, British Columbia, Canada 


March 6, 1986 
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Westcoast Utility Operations 


Gas Marketing and Transportation 


The Company increased its export gas volumes in 
1986 but fell just short of 1985’s total throughput. 
Although domestic gas volumes declined due to warm 
temperatures and to the prolonged British Columbia 
forest industry labour stoppage, added volumes from 
new export marketing and transportation opportunities 
helped to maintain high levels of throughput. 

Increased export volumes resulted from the 
deregulation of gas marketing and transportation in 
Canada and the United States. For part of 1986 the 
Company’s largest export customer, Northwest 
Pipeline Corporation, was open to third party trans- 
portation. This allowed Canadian gas producers and 
Westcoast to sell gas at market-sensitive prices 
directly to distribution utilities and large industrial 
customers on Northwest’s system. 

The shift from long-term sales contracts to short- 
term spot sales and transportation services for the 
export market, as a result of deregulation, is apparent 
in the following table of natural gas throughput. 


1986 1985 1984 
Million cubic metres 
Export 
Natural gas sales 
Long-term sales to Northwest 1 534 Po, aX) 2 545 
Short-term sales with Northwest 504 64 — 
Direct short-term sales to users 514 —_— —_ 
Gas transported for others 359 214 3 
2911 2 801 2 548 
Domestic 


Natural gas sales 


B.C. Hydro and Power Authority 2 529 2 760 2 590 
Inland Natural Gas Co. Ltd. 1184 {| SkeXS) 1 284 
Pacific Northern Gas Ltd. 631 749 Ti22. 
Other 160 103 93 
Gas transported for others 188 —_— — 


4 692 4 968 4 689 


7 603 Va Aohs) UW PXS/ 


Total 


Natural gas sales 7 O56 Ye 7 234 
Gas transported for others 547 214 3 


7 603 7 769 UY PEI 
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Utility Rate Base 


The utility rate base increased during 1986 from 
$713 million at January 1 to $722 million at the end 
of the year. 

The principal component of the increase was an 
aggregate of $34 million of small capital expenditures 
and $4.7 million expended on a new pipeline 
connecting a gas plant near the Sikanni River in 
northeastern British Columbia to Westcoast’s main 
transmission line. Depreciation charges totalling 
$25.6 million in 1986 represented a reduction of the 
rate base. 


Regulation 


As of January 1, 1986, Westcoast ceased to operate 
under a variable cost of service and moved to a fixed 
forward test year method of regulation. Under this 
method, the Company is required to estimate its cost 
of service for an ensuing year, and upon approval by 
the National Energy Board of such estimate or a 
variation thereof, tolls are set which are intended to 
provide the Company with revenues equal to the 
approved cost of service estimate. In addition to an 
examination of the Company’s 1986 estimated cost of 
service, the National Energy Board also reviewed 
many new issues relating to toll and tariff design. 
These arose from natural gas price deregulation and 
the requirement that transmission pipelines provide 
transportation service to any licensed owner and 
shipper of gas. 

The Board’s decision was rendered in August of 
1986 and, in addition to the toll and tariff design 
matters, set the Company’s allowed rate of return on a 
deemed 35 percent common equity component of rate 
base at 13.75 percent. The previously allowed rate 
was 14.75 percent. Including preferred share and 
debt costs, the allowed overall rate of return on rate 
base was moved from 12.05 percent to 12.10 percent. 
New depreciation rates were set which average 2. | 
percent per annum compared with the previously 
allowed rate of approximately 4 percent. 


Capital Expenditures 
and Investments 


$ Million 


$400 


82 83 84 85 86 


Other 


® Oil and gas after deduction of 
petroleum incentives” 


B Utility system 


Including investment in Texas Pacific 


Crude Oil and Liquids 
Proven Reserves 
Before deduction of royalties 


Millions o f barrels 


40 


all 


82 83 84 85 86 


Operations Review 


Regulation (continued) 


In December 1986, The United States Federal 
Energy Regulatory Commission (FERC) issued 
Opinion No. 256 with respect to the method by which 
United States transmission pipelines importing 
Canadian natural gas should recover from their 
customers the tolls paid to Canadian pipelines for the 
transportation of the gas to the United States border. 
Under the method prescribed by FERC, certain ele- 
ments of the Canadian pipelines’ costs must be aggre- 
gated with the price of the gas itself, thus increasing 
the commodity charge. The effect of this is either to 
impair the competitiveness of Canadian gas in the 
United States market or to reduce the netback to 
Canadian producers. It is not clear at this time 
whether, or to what extent, exports through West- 
coast’s system may be affected by Opinion No. 256. 


Westcoast Petroleum 


Oil and Gas Operations 


The collapse of world oil prices in the early months of 
1986 severely curtailed Westcoast Petroleum’s capital 
program and adversely affected the Company’s earn- 
ings and cashflow. By year end, however, various 
government initiatives and a firming of world oil 
prices allowed for renewed drilling activity. A more 
positive oil pricing environment and improved results 
are anticipated for 1987 

As a result of the drop in world oil prices, capital 
spending in 1986 was reduced to one half of the 1985 
level, revenues were 30 percent lower, and net 
income before allocation of financing costs declined 
from $14 million to $9.4 million. Funds generated 
from operations were $42.0 million in 1986 compared 
with $60.9 million in 1985. 

In spite of the weakened earnings performance 
of Westcoast Petroleum, certain improvements were 
recorded once again over the previous year. Although 
the 1986 exploration budget was reduced, additions to 
proven reserves replaced the oil, gas liquids and 
natural gas produced. This was the sixth consecutive 
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year in which the Company replaced or added to 
proven reserves. With the inclusion of a full year of 
production from Texas Pacific properties, overall oil 
and gas production also increased. 

Provincial remedial steps, such as the introduction 
of incentive programs and the reduction of royalty 
rates, together with the removal of the Petroleum and 
Gas Revenue Tax (PGRT) by the Federal Govern- 
ment, helped the industry through a very difficult 
year and served to provide a better outlook for 1987. 


Exploration Program 


Expenditures on exploration decreased to $27 million 
in 1986, a reduction of almost 60 percent from the 
record level of $65.5 million in 1985. International 
activity was virtually eliminated while western 
Canadian drilling was severely reduced. Westcoast 
Petroleum had an interest in 51 exploratory wells in 
1986 compared with 85 wells in 1985. As a further 
result of these budget restrictions, Westcoast 
Petroleum expanded its farmout activities in 1986, 
with almost half of its wells drilled in Western Canada 
requiring no cash outlay by the Company. 


Development Activities 


Westcoast Petroleum’s development drilling program 
in 1986, while smaller than 1985’s record program, 
achieved a success ratio of 91 percent. The Company 
had an interest in 80 development wells in 1986 
compared with 266 in 1985. The 1985 program was 
unusually large, however, in that it included a 
126-well program at Suffield and a 34-well heavy oil 
pilot project at Manatokan. Development expendi- 
tures totalled $24.5 million in 1986, down from 
$36.6 million in the previous year. 

Drilling activities in 1986 increased Westcoast 
Petroleum’s oil production capability to 11,000 barrels 
per day. Oil and gas liquids production in 1986 
averaged 9,526 barrels per day, 19 percent above the 
level of 1985. Production did not match well 
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capability due to pipeline capacity restrictions, 
production allowable limitations, and the lack of 
adequate production handling equipment at Suffield. 
In 1987, most of these limitations should be removed 
with somewhat over 10,000 barrels per day of crude 
oil production anticipated. Gas sales for the year 
averaged 34.4 million cubic feet per day compared 
with 32.2 million cubic feet per day in 1985, and con- 
tinues to be restricted by reduced market demand. 


Oil Pipeline Operations 


Westcoast Petroleum’s twelve-inch crude oil pipeline 
from Fort St. John to Kamloops transported an average 
of 28,564 barrels of oil per day during 1986, the 
highest average annual rate since 1981. This increase 
in throughput was the result of moving additional 
volumes of Alberta crude oil and resulted in higher 
than anticipated revenues, which, coupled with oper- 
ating cost savings, allowed the Company to reduce its 
pipeline tariffs twice during the year. 


Subsidiaries and Affiliated Companies 
Foothills Pipe Lines (Yukon) Ltd. 


Through its 50 percent ownership of Foothills Pipe 
Lines (Yukon) Ltd., Westcoast participates in the 
transmission of Alberta natural gas to the United 
States. Foothills’ contribution to the Company’s net 
income in 1986 was $10.9 million, a decrease from 
$13.3 million in 1985. This reduction resulted from 
the National Energy Board’s decision to lower 
Foothills’ rate of return on common equity from 16 
percent to 14.25 percent effective June 1, 1986, a 
reduction in rate base resulting from 1986 depreci- 
ation charges exceeding capital additions, and a 
non-recurring favourable income tax adjustment 


in 1985. 


Pacific Northern Gas Ltd. 


Westcoast, through its investment in Pacific 
Northern Gas, participates in natural gas distribution 
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to communities and industries from Summit Lake to 
Kitimat and Prince Rupert in west-central British 
Columbia. Westcoast owns 44 percent of the common 
shares of Pacific Northern Gas, including all the 
voting shares. 

Pacific Northern’s contribution to Westcoast’s net 
income in 1986 was $1.4 million compared with 
$1.6 million in 1985. Lower net income was attribut- 
able to the temporary closure of the methanol plant in 
Kitimat — Pacific Northern’s largest customer. 


Saratoga Processing Company Limited 


Saratoga Processing operates a natural gas processing 
and sulphur extraction plant near Coleman, in south- 
western Alberta. Westcoast owns 25 percent of the 
common shares of Saratoga, including all the voting 
shares. 

Saratoga’s contribution to Westcoast’s net income 
in 1986 was $280,000 compared with $249,000 
in 1985. 


Natural Gas Liquids Recovery Plant 


Westcoast owns, in association with Petro-Canada 
Inc., a natural gas liquids recovery plant at Taylor, 
B.C., which processes over 90 percent of the gas 
leaving Westcoast’s McMahon gas plant. This facility 
completed its first full year of operation in 1986, 
generating gross sales revenues of $24 million. The 
decline in world oil prices, and thus petroleum 
product prices, has caused initial returns from this 
project to be disappointing but, as petroleum product 
prices stabilize and improve, the full potential of this 


investment will be realized. 
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Consolidated net income before an extraordinary item 
amounted to $50.9 million in 1986 compared with 
$59.4 million (restated) in 1985. In the third quarter, an 
extraordinary write-down of $5 million, associated with 
an oil and gas investment, further reduced 1986 net in- 
come to $45.9 million. After provision for preferred 
share dividends, earnings per common share in 1986 
were $1.02 (90 cents after the extraordinary item) com- 
pared with $1.37 per share (restated) in 1985. 

Consolidated funds generated from operations 
were $139.5 million in 1986 compared with $185.4 
million in 1985. This decrease in cash flow resulted 
primarily from the fall in oil and gas prices and the 
revised depreciation rate methodology prescribed by 
the National Energy Board. The reduced depreciation 
rate did contribute, however, to an increase in rate 
base, and hence to a small increase in earnings. 

The Company’s financing activities in 1986 
included a $50 million debenture issue bearing a rate 
of interest of 10.6 percent per annum and maturing in 
2006. In addition, just over 350,000 common shares 
were issued in 1986 for proceeds aggregating 
approximately $4.3 million. The majority of those 
shares were issued pursuant to the Dividend 
Reinvestment and Share Purchase Plan. 


Investment in Assets 


December 31 


1986 1985 (restated) 
$ Millions % $ Millions % 


Westcoast Transmission 


Company Limited 958.5 50 1015.7 51 
Westcoast Petroleum Ltd. 490.6 26 509).2 26 
Foothills Pipe Lines (Yukon) Ltd. 272.5 14 284.6 14 
Other subsidiaries 195.3 10 178.9 9 


1916.9 100 1988.4 100 


Capitalization 


December 31 


Consolidated Consolidated 

Excluding Including 

Foothills* Foothills* 
1986 1985 1986 1985 

% % 

Long term debt 48 50 53 55 
Preferred shares 9 9 8 8 
Common equity 43 41 33 SH, 
100 100 100 100 


—_—————— 


“The Company's financial statements shown in this report on pages 17 through 32 reflect a 


full consolidation of the financial results of all subsidiary companies and also a consolidation 
of Westcoast’s proportionate share of the Foothills group of companies. This table displays 
Westcoast’s capital structure excluding and including the proportionate share of Foothills’ 
long term debt. It should be noted that none of Foothills’ indebtedness is guaranteed by 
Westcoast or NOVA, an Alberta Corporation, the two sponsor companies. 
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ancial Statements 


Management Responsibility for Financial Reporting 


The consolidated financial statements and all information in this report have been prepared 
by and are the responsibility of management. The consolidated financial statements have 
been prepared in conformity with accounting principles generally accepted in Canada. 
Management depends upon the Company’s system of internal controls and formal policies 
and procedures to ensure the integrity and reliability of accounting and financial reporting, 
and to provide reasonable assurance that assets are safeguarded and that transactions are 
properly executed in accordance with management’s authorization. Management is also 
supported and assisted by a program of internal audit. 

Clarkson Gordon, Chartered Accountants, the shareholders’ auditors, have performed 
an independent examination of the consolidated financial statements in this report. Their 
examination was made in accordance with generally accepted auditing standards and they 
have performed such tests and other procedures as they considered necessary. Their 
independent professional opinion on the fairness of these consolidated financial statements 
is included under the Auditors’ Report. 

The Audit Committee of the Board of Directors is comprised solely of directors who are 
not employees of the Company or of its subsidiaries. This Committee meets regularly with 
management, the internal auditors and the shareholders’ auditors to review the financial 
statements, the Auditors’ Report and other auditing and accounting matters to ensure that 
each group is properly discharging its responsibilities. The Audit Committee reports its 
findings to the Board of Directors for final approval of the consolidated financial 
statements. 


D.H. Parkinson 
Senior Vice President 


and Chief Financial Officer 


Auditors’ Report 


To the Shareholders of 


Westcoast Transmission Company Limited: 


We have examined the consolidated balance sheets and the consolidated statements of long 
term debt of Westcoast Transmission Company Limited as at December 31, 1986 and 1985 
and the consolidated statements of operations, retained earnings, contributed surplus and 
changes in financial position for each of the years in the three year period ended December 
31, 1986. Our examinations were made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other procedures as we considered 
necessary in the circumstances. . 

In our opinion, these consolidated financial statements present fairly the financial 
position of the company as at December 31, 1986 and 1985 and the results of its operations 
and the changes in its financial position for each of the years in the three year period ended 
December 31, 1986 in accordance with accounting principles generally accepted in 
Canada, applied, except for the changes in 1986, with which we concur, in the methods of 
accounting for the costs of oil and gas properties and income taxes of Pacific Northern Gas 
Ltd., both as explained in Note 1 to the consolidated financial statements, on a consistent 


basis. 


Vancouver, Canada Clarkson Gordon 
February 2, 1987 Chartered Accountants 
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nsolidated Balance Sheets 


December 31 


Westcoast Transmission Company Limited 
(Incorporated under the laws of Canada) 


Assets 


Plant, property and equipment (Notes 1 & 3) 
Less accumulated depreciation and depletion 


Current assets: 

Sinking fund deposits with trustees: 
Principal 
Interest 

Accounts receivable: 
Trade 
Other 

Materials and supplies 

Line pack gas 

Prepayments 


Deferred charges and other investments: 
Debt discount, premium and expense 
Northern pipeline projects (Note 4) 
Unrealized foreign exchange losses (Note 1) 
Other (Note 5) 


On behalf of the Board: 


1986 


1985 


(in thousands) 


(restated) 


$2,396,982 $2,306,961 


755,376 690,336 
1,641,606 1,616,625 
1,580 1,600 
1,259 1,645 
94,240 156,187 
25,307 27,674 
19,128 18,223 
4,992 7,180 
4,666 4,791 
151,172 217,300 
7,441 8,046 
75,038 76,964 
17,119 21,398 
24,568 48,053 
124,166 154,461 


$1,916,944 $1,988,386 


Bie ee 


Director Director 
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Common Shareholders’ Equity 


Common stock (Note 6) 
Contributed surplus 
Retained earnings 


Preferred Shareholders’ Equity 


Preferred stock (Note 8) 


Liabilities 
Long term obligations: 


Long term debt (Note 11) 
Deferred income taxes (Note 13) 


Current liabilities: 
Bank indebtedness (Note 10) 
Accounts payable 


Income and other taxes payable (Note 13) 


Interest on debt 


Long term debt due within one year 


Minority interest in subsidiary companies: 


Preferred shares 
Common shares 


Commitments and contingencies (Note 16) 


1986 


1985 


(in thousands) 


(restated) 


240,650 $ 236,337 
5,519 5,095 
255,599 259,913 
501,768 501,345 
110,000 110,000 
686,306 742,556 
319,423 306,555 
1,005,729 1,049,111 
59,569 74,180 
98,972 173,625 
4,586 12,601 
22,144 20,488 
87,729 21,688 
273,000 302,582 
5,000 5,000 
21,447 20,348 
26,447 25,348 


$1,916,944 $1,988,386 


er ——————————— — — —_—_—_—_—ea 


(See accompanying notes) 
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For the years ended December 31 


Westcoast Transmission Company Limited 


nsolidated Statements of Operations 


Operating revenues: 
Gas and oil sales 
Other 


Operating revenue deductions: 
Cost of gas sold 
Operation and maintenance 
Depreciation and depletion (Note 1) 
Taxes — other than income taxes 


Operating income 


Other income: 
Allowance for funds used during construction 
Northern pipeline projects Phase II recovery (Note 4) 
Investment and other income 


Income deductions: 
Interest on debt (Note 11) 
Debt discount, premium and expense 
Other 


Income before undernoted items 


Income taxes (Note 13): 
Current 
Deferred 


Minority interest 


Income before extraordinary item 
Extraordinary item: 


Portfolio investment write-down (Note 5) 


Net income 
Provision for dividends on preferred shares 


Net income applicable to common shares: 
Including extraordinary item 


Before extraordinary item 


Common shares outstanding — 
weighted average 

Per common share — basic (Note 7): 
Including extraordinary item 
Before extraordinary item 

Dividends per common share 


(See accompanying notes) 
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1986 1985 1984 
(in thousands) 
(restated) 

$ 858,225 Sills, od $1,083,513 
89,723 66,541 67,912 
947,948 1,/1957156 1,151,425 
514,690 705,509 706,180 
135,653 125,000 115,862 
70,802 86,784 74,292 
42,642 56,792 55,840 
763,787 974,085 952,174 
184,161 221 Ova 199,251 
2,259 2,806 1570 
3,166 4,676 3,648 
4,339 11,481 9,158 
193,925 240,034 213,627 
93,355 96,929 89,878 
1,182 ples 1,076 
11,176 5,876 4,384 
105,713 103,936 95,338 
88,212 136,098 118,289 
19,545 S77Z116 28,950 
14,754 Soma 27,243 
34,299 Weorsss 56,193 
3,013 Sy SlSy7/ 3,208 
50,900 59,403 58,888 
5,000 — — 
45,900 59,403 58,888 
8,876 3,679 3,098 
$ 37,024 55,724 55,790 
$ 42,024 55,724 55,790 
41,078 40,785 40,735 
$0.90 Sie, $1.37 
$1.02 Sino, Sieew 
$0.98 $1.04 $1.04 


For the years ended December 31 


Westcoast Transmission Company Limited 


nsolidated Statements of Changes 
in Financial Position 


Operating activities: 
Income before extraordinary item 
Add (deduct) items not involving a flow of cash: 
Minority interest 
Deferred income taxes 
Depreciation, depletion and amortization 
Other 


Financing activities: 
Long term debt additions 
Long term debt repayments 
Common shares issued 
Preferred shares issued 
Preferred shares redeemed 


Financial resources generated for 
investments and dividends 


Investment activities: 
Additions to plant, property and equipment: 
Westcoast utility system 
Oil and gas exploration and development costs 
Petroleum incentives 
Other 


Investment in Texas Pacific (Note 14) 
Northern pipeline projects 
Other 


Dividends: 
Dividends on common and preferred shares 
Dividends paid by subsidiaries to minority interests 


Total investments and dividends 


Change in non-cash working capital: 
Accounts receivable 
Accounts payable 
Income and other taxes payable 
Other non-cash working capital items 


Increase (decrease) in cash position 
during the year 
Cash position, beginning of year 


Cash position, end of year 


1986 1985 1984 
(in thousands) 
(restated) 

$ 50,900 $ 59,403 $ 58,888 
3,013 3,357 3,208 
14,754 36,122 27,243 
72,046 88,643 76,603 
(1,188) (2,100) (2,079) 
139,525 185,425 163,863 
50,655 73,888 — 
(37,119) (44,013) (48,688) 
4,313 2,685 135 

— 106,664 — 

— (34,238) (2,756) 
17,849 104,986 (51,309) 
$157,374 $290,411 $112,554 
$ 38,680 $ 60,164 $ 39,161 
51,535 102,108 Teg aS 
(18,554) (31,637) (21,394) 
16,570 29,225 6,210 
88,231 159,860 96,753 
— 129,334 — 
(1,926) (1,845) 2,287 
(9,632) (11,023) 22,637 
76,673 276,326 12d Or 7, 
49,215 45,951 45,482 
1,991 1,879 1,682 
51,206 47,830 47,164 
$127,879 $324,156 $168,841 
$ 64,314 $ (13,329) $ 33,472 
(74,653) 30,184 (26,230) 
(8,015) (14,018) 1,384 
3,470 (1,898) (1,456) 

$ (14,884) $ 939 cy 7 S| Fo) 
$ 14,611 $ (32,806) $ (49,117) 
(74,180) (41,374) 7,743 
$ (59,569) $ (74,180) $ (41,374) 


Cash position consists of cash and temporary cash investments net of bank indebtedness. 


(See accompanying notes) 
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nsolidated Statements of Long Term Debt 


December 31 


Westcoast Transmission Company Limited 


Westcoast Transmission 
Company Limited 
First Mortgage Pipe Line Bonds 
7% Series F 
8% Series G 
934% Series H 
Debentures 
72% Debentures, First Series 
812% Debentures, 1993 Series 
972% Debentures, 1998 Series 
1012% Debentures, 1999 Series 
124% Debentures, 2000 Series 
1634% Debentures, 1987 Series 
122% Debentures, 1993 Series 
1212% Debentures, 1995 Series (Note 11) 
10.6% Debentures, 2006 Series (Note 11) 
Subordinate Debentures 
512% Series A 
512% Series B 
512% Series C 
Vancal Properties Ltd. 
72% Secured Notes 
Westcoast Petroleum Ltd. 
Term Bank Loan — prime rate 
10% Sinking Fund Debentures, 
First Series 
Pacific Northern Gas Ltd. 


Term Construction Loan — non interest bearing 


First Mortgage Pipe Line Bonds 
7¥4% Series A 
944% Series B 

Debentures 
17374% Debentures, 1987 Series 
18% Debentures, 1997 Series 

Foothills Pipe Lines (Yukan) Ltd. 

Term Bank Loans 9.4% composite rate 

(1985 — 9.9%) 


Deduct long term debt due 
within one year 


SSS 


(See accompanying notes) 
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1986 1985 
United United 
Due States Canadian States Canadian 
Date Dollars Dollars Dollars Dollars 
(in thousands) 
1988 6,301 $ 8,698 10,382 $ 14,509 
1991 47,429 51,143 
1996 34,250 47,282 36,500 51,009 
1991 _ 433 
1993 29,339 31,645 
1998 65,022 67,971 
1999 68,422 70,685 
2000 89,000 93,352 
1987 50,000 50,000 
1993 60,000 60,000 
1995 75,000 75,000 
2006 50,000 — 
1988 3,066 4,233 4,532 6Gr33s3 
1988 465 642 698 975 
1988 471 650 683 954 
1994 2,655 3,665 2,889 4,037 
1987 2,068 2737 
1993 12,500 SOO 
913 983 
1988 2,313 3,193 S2ov, 4,524 
1991 925 1,277 he KS) 1p 552 
1987 12,500 12,500 
1997 21,725 23,650 
1996 120,477 126,922 
774,035 764,244 
87,729 21,688 
$686,306 $742,556 


For the years ended December 31 


Westcoast Transmission Company Limited 


nsolidated Statements of Retained Earnings 


1986 1985 1984 
(in thousands) 
(restated) 

Balance, beginning of period: 

As previously reported $263,398 $250,479 $236,556 
Adjustment of prior periods’ net income (Note 2) (3,485) (1,891) (403) 
As restated 259,913 248,588 236,153 

Net income 45,900 59,403 58,888 

Tax allocation (Note 1) (999) (908) (971) 

Preferred share issuance expenses, net of 
income taxes (Note 8) — (1,219) = 

304,814 305,864 294,070 

Deduct dividends paid: 

Common shares 40,251 42,422 42,364 
Preferred shares 8,964 3,529 Sraia's 
49,215 45,951 45,482 

Balance, end of period $255,599 $259,913 $248,588 

(See accompanying notes) 

Consolidated Statements of Contributed Surplus 
For the years ended December 31 
Westcoast Transmission Company Limited 
1986 1985 1984 
(in thousands) 

Balance, beginning of year $ 5,095 Gy ar ileys} See ales 
Additions during the year 879 3,274 409 
Amortization (455) (337) (974) 

$ 5,519 Sao 095 Gj 2g-s\laye} 


Balance, end of year 


(See accompanying notes) 
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December 31, 1986 


Westcoast Transmission Company Limited 


1. Accounting Policies: 


Accounting Principles — 

The Company prepares its accounts in accordance with 
accounting principles generally accepted in Canada 
which, as applied in these financial statements except 
as described in Note 15, conform in all material 
respects with accounting principles generally accepted 
in the United States. The consolidated financial 
statements are presented in Canadian dollars unless 
otherwise stated. 


Principles of Consolidation — 
The consolidated financial statements include the 
accounts of the Company and the following — 
Westcoast Transmission Company (Alberta) Ltd. 
(100% owned) 
Westcoast Transmission Holdings Ltd. 
(100% owned) 
Vancal Properties Ltd. (100% owned) 
Saratoga Processing Company Limited (25% 
owned, including 100% of the voting shares) 
Pacific Northern Gas Ltd. (December 31, 1986 
and 1985 — 44% owned, December 31, 1984 — 
45% owned; including 100% of the voting 
shares) 
Westcoast Petroleum Ltd. (100% directly and 
indirectly owned) 
Foothills Pipe Lines (Yukon) Ltd. (50% owned, 
proportionately consolidated) 
Foothills Pipe Lines (North B.C.) Ltd. (74.5% 
directly and indirectly owned, proportionately 
consolidated) 


Regulation — 

The Company’s utility operations are subject to the 
National Energy Board Act and to the jurisdiction of the 
National Energy Board. That Board regulates account- 
ing matters, exports of natural gas, construction and 
operation of natural gas pipelines and the rates, tolls 
and charges of the Company as described in Note 2. 


Income Taxes — 

The Company as directed by the National Energy Board 
provides for income taxes relating to its utility opera- 
tions on the income taxes currently payable basis, 
under which no provision is made for income taxes 
deferred as a result of differences in timing between the 
treatment for income tax and book purposes of various 
items of income and expenditure. The Company uses 
the income tax allocation basis for its non-utility 
operations. 
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tes to the Consolidated Financial Statements 


For the period November 1, 1979 to December 31, 
1982 the Company was directed to use the income tax 
allocation basis of accounting for income taxes. Prior to 
November |, 1979, the income taxes currently payable 
basis was used. [tems deducted for income tax purposes 
that were related to the Company’s non-utility 
operations prior to November 1, 1979 and which 
involved timing differences between the income tax and 
accounting treatment, necessitate a charge to retained 
earnings upon the reversal of these timing differences. 

Westcoast Transmission Company (Alberta) Ltd. 
provides for income taxes on the income taxes currently 
payable basis. Effective November 7, 1986 Pacific 
Northern Gas Ltd. was directed by the British Columbia 
Utilities Commission to provide for income taxes on the 
currently payable basis. This change has no effect on 
the income for 1986. Prior to this date, Pacific Northern 
Gas followed the tax allocation basis for computation of 
income taxes. Saratoga Processing Company Limited 
provides for income taxes on the tax allocation basis, 
except for operations related to facilities added after 
January 1, 1982. All other companies provide for 
income taxes on the tax allocation basis. 

If all the companies had used the tax allocation 
basis to provide for income taxes the provision for the 
year ended December 31, 1986 would have increased 
by $5,430,000 (decreased for the year ended December 
31, 1985 — $6,548,000, decreased for the year ended 
December 31, 1984 — $8,226,000). The unrecorded 
accumulated provision to December 31, 1986 was 
$155,016,000 (December 31, 1985 — $149,586,000, 
December 31, 1984 — $156,134,000). 

Investment tax credits are accounted for by using 
the cost reduction basis for non-utility operations and 
the currently payable basis for utility operations. 


Translation of United States Funds — 
Long term debt payable in United States funds is 
translated into Canadian dollars at exchange rates 
prevailing at the end of the fiscal periods. The resultant 
unrealized foreign exchange gains or losses are 
deferred. The portion of unrealized foreign exchange 
gains or losses that are related to the financing of utility 
assets are recoverable through cost of service as 
incurred. The unrealized foreign exchange gains or 
losses not recoverable through cost of service are 
amortized on a straight-line basis over the remaining 
life of the long term debt. 

The amortization of the non-recoverable portion of 
the future foreign exchange losses increased income by 


$26,000 for the year ended December 31, 1986 


(decreased for the year ended December 31, 1985 — 
$641,000, decreased for the year ended December 31, 
1984 — $1,194,000). 

Funds on deposit with banks and trustees and 
current liabilities payable in United States funds have 
been translated into Canadian dollars at the exchange 
rates prevailing at the end of the fiscal periods. The 
resulting gains or losses are reflected in income. 
Exchange gains or losses resulting from redemption or 
purchases of long term debt, net of the portion recov- 
ered through cost of service, are included in income. 


Plant, Property and Equipment — 
Plant, property and equipment are valued at cost. 

Effective October 1, 1986 the Company and its 
subsidiaries adopted the guideline issued by the 
Canadian Institute of Chartered Accountants in 
September 1986 for full cost accounting applicable to 
oil and gas properties. Consequently, costs associated 
with the exploration for and development of oil and gas 
reserves are capitalized in cost centres on a country by 
country basis. This change in the full cost accounting 
method does not have a material effect on the income 
for 1986. The amount at which the properties and 
production equipment are recorded in cost centres is 
the lower of cost or the estimated recoverable value. 
The latter is the sum of the estimated value of unproven 
properties and net revenues from estimated future 
production of proven reserves at current prices without 
discounting and reduced by impairment allowances, 
and future expenditures which would have to be 
incurred to develop and produce the reserves. 

The aggregate net carrying value of all cost centres 
is the lower of cost net of deferred income taxes or the 
estimated recoverable value of all cost centres less 
future general and administrative costs, financing costs 
and income taxes. 

Federal and Provincial incentive payments for 
exploration and development are treated as deductions 
from the cost of related assets. 


Depreciation and Depletion — 

In accordance with normal utility practice, depreciation 
is calculated using straight-line rates which are based 
on the remaining economic service life of the 
Company’s pipeline system as determined by the 
National Energy Board. As described in Note 2, in its 
decision of August 1986 on the Company’s 1986 toll 
application, the National Energy Board directed the 
Company to reduce the annual depreciation rates for its 
pipeline assets which resulted in a decrease in the 
composite rate for depreciation from 4.2% in 1985 to 


2.1% in 1986. The various rates used by the Company 
and its subsidiaries resulted in a composite rate of 2.6% 
for the year ended December 31, 1986 (for the years 
ended December 31, 1985 — 4.1%, December 31, 
1984 — 3.9%). Depletion of oil and gas properties and 
depreciation of production equipment is calculated by 
using the unit-of-production method based on total 
estimated proven reserves. For the purpose of these 
calculations, gross proven oil and gas reserves are 
converted to a common unit of measure on the basis of 
their approximate relative energy content. 


Capitalization and Maintenance — 

Maintenance and repairs are charged to expense 
accounts when incurred. The costs of major replace- 
ments, extensions or improvements are capitalized as 
plant, property and equipment. Upon retirement or sale 
of items of plant, property or equipment, the original 
costs associated with such items are charged against the 
applicable accumulated depreciation accounts and the 
net proceeds of disposal are credited to accumulated 
depreciation. 


Allowance for Funds Used During Construction — 

In accordance with normal utility practice, the Com- 
pany and its subsidiaries charge an allowance for funds 
used during construction to plant, property and 
equipment. 


Temporary Cash Investments — 
Temporary cash investments are valued at cost which 
approximates market value. 


Materials and Supplies — 

Materials and supplies are valued at the lower of their 
weighted average cost determined on a first-in, first-out 
basis or net realizable value. 


Line Pack Gas — 
Line pack gas is valued at cost. 


Deferred Charges and Other Investments — 

Discounts, premiums and expenses related to long term 
debt are being amortized over the life of the respective 
debt issues. 

Share issuance expenses relating to the 7.68% 
($1.92) Cumulative Redeemable Retractable First 
Preferred Shares, Series 1 have been deferred and are 
being amortized on a straight-line basis over ten years. 

Costs relating to projects which may benefit future 
periods are being deferred. Deferred costs applicable to 
projects which have been terminated are expensed. 
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Notes to the Consolidated Financial Statements 


Other long term investments are recorded at cost 
less any write-down for estimated permanent impair- 
ment in value. 


Contributed Surplus — 

The contributed surplus shown in the Company’s 
accounts is primarily related to contributions and grants 
received in aid of construction which are deducted from 
the Company’s rate base. In order to conform the rate 
base to amounts of fixed assets as recorded, the Com- 
pany is, with National Energy Board approval, restoring 
the amounts of the contributions to rate base over 
periods ranging from 5 to 45 years and reducing cost of 
service by the same amount. 


Pension Plan — 

The Company has a non-contributory pension plan 
covering substantially all employees. Pension costs 
charged to operations were $919,000 for the year ended 
December 31, 1986 (for the years ended December 31, 
1985 — $1,211,000, December 31, 1984 — 
$1,207,000). The plan is subject to periodic actuarial 
evaluations. The last actuarial evaluation was con- 
ducted as at January 1, 1987 At that time there was no 
unfunded liability. 


Comparative Figures — 
The comparative figures have been reclassified to 
conform to the 1986 presentation. 


2. Regulation: 


The Company’s operations related to the gathering, 
processing and transportation of natural gas (the utility 
operations) are subject to the National Energy Board 
Act and to the jurisdiction of the National Energy 
Board. That Board regulates exports of natural gas, 
construction and operation of natural gas pipelines and 
related facilities, accounting matters applicable to the 
utility operations and the related rates, tolls, charges 
and cost of service of the Company. 


Cost of Service — 

In 1986 as directed by the Board, the Company recov- 
ered its approved costs by way of fixed tolls charged to 
its customers. This procedure will continue in 1987 and 
in subsequent years. 

In 1985 and prior years the Company and its 
subsidiary, Westcoast Transmission Company (Alberta) 
Ltd., operated under a gas purchase agreement with the 
British Columbia Petroleum Corporation, a Crown 
corporation of the Province of British Columbia. Under 
this agreement, the Company was reimbursed for costs 
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which include operating, maintenance and administra- 
tive expenses, depreciation of the Company’s invest- 
ment in utility assets, income taxes and other taxes. 
The agreement also enabled the Company to receive a 
return on its utility rate base (primarily the undepre- 
ciated portion of plant, property and equipment) and 
also provided for the reimbursement of that portion of 
foreign exchange gains or losses on foreign debt repay- 
ments and foreign interest payments associated with the 
financing of its utility rate base and construction work 
in progress. 


1986 Toll Application — 

In August 1986 the Board issued a decision pertaining 
to the Company’s 1986 Toll Application. The major 
items of that decision were: 

— An increase in the Company’s allowed rate of 
return on rate base from 12.05% in 1985 and 
1984 to 12.10% effective January 1, 1986. The 
change in rate of return on rate base reflects 
changes in financial charges and a reduction in 
return on common equity from 14.75% to 
13.75% on a deemed common equity component 
of 35% of rate base. 

— A reduction in the annual depreciation rates for 
the Company’s pipeline assets which resulted in 
a decrease in the composite rate for depreciation 
from 4.2% in 1985 to 2.1% in 1986. 

— The transfer of an amount of $10,599,000 relat- 
ing to the Grizzly Valley Replacement Pipeline, 
which had been recorded as a deferred charge at 
December 31, 1985, to the utility rate base. The 
Board also directed the Company to establish a 
credit to the utility rate base for certain tax 
benefits and carrying charges relating to the 
Grizzly Valley Replacement Pipeline and to ex- 
clude from the utility rate base certain costs and 
carrying charges pertaining to the Vancouver 
Island Project. As a result, retained earnings at 
December 31, 1985 have been reduced by 
$3,485,000 net of income taxes of $353,000. Of 
the $3,485,000, $1,594,000 is applicable to the 
year ended December 31, 1985 and $1,488,000 
is applicable to the year ended December 31, 
1984. These amounts have been charged to 
operations for those years. The remaining 
$403,000 is applicable to the year ended 
December 31, 1983 and the balance of retained 
earnings at January 1, 1984 has been adjusted 
accordingly. 


3. Plant, Property and Equipment: 


December 31 


1986 1985 
$000 


Westcoast Transmission Company 
Limited and Westcoast Transmission 
Company (Alberta) Ltd. 


Gathering pipeline system $ 287,671 $ 279,743 


Processing plant 360,354 342,809 
Transmission pipeline system 616,527 601,689 
Miscellaneous plant and 
equipment 71,267 63,918 
Construction work in progress 10,231 13,597 
1,346,050 1,301,756 
Westcoast Petroleum Ltd. 
Oil and gas property 533,211 512,696 
Production equipment 107,393 94,078 
Oil pipeline system 40,980 40,936 
681,584 647,710 
Other subsidiaries 
Gathering pipeline system 3,428 3,434 
Processing plant 10,097 9,421 
Transmission pipeline system 81,847 82,963 
Distribution pipeline system 22,480 22,924 
Miscellaneous plant and 
equipment 9,667 9,467 
Construction work in progress 13,758 1,454 
141,277 129,663 
Foothills Pipe Lines (Yukon) Ltd. 
Transmission pipeline system 
and equipment 228,039 227,653 
Construction work in progress 32 179 
228,071 227,832 
Total plant, property 
and equipment 2,396,982 2,306,961 
Deduct: 
Accumulated depreciation 
Westcoast Transmission Company 
Limited and Westcoast 
Transmission Company 
(Alberta) Ltd. 508,231 486,517 
Westcoast Petroleum Ltd. 63,198 55,911 
Other subsidiaries 33,001 30,393 
Foothills Pipe Lines 
(Yukon) Ltd. 39,911 30,846 
644,341 603,667 
Accumulated depletion 
Westcoast Petroleum Ltd. 111,035 86,669 
Total accumulated depreciation 
and depletion 755,376 690,336 
$1,641,606 $1,616,625 


4. Northern Pipeline Projects: 


The Company owns 50% of the outstanding common 
shares of Foothills Pipe Lines (Yukon) Ltd. which has 
been given the responsibility by the National Energy 
Board for construction of the Canadian portion of the 
Alaska Highway Natural Gas Pipeline Project for trans- 
portation of Alaskan natural gas through Canada to the 
United States border. 

Phase I of the project consists of pipeline facilities 
from Caroline, Alberta to Monchy, Saskatchewan and 


Kingsgate, British Columbia. The balance of the project 
is known as Phase II. Prior to the delivery of Alaskan 
natural gas, Phase | is being used to deliver Alberta 
natural gas to the United States. Before June 1, 1986, 
the Board permitted Foothills Pipe Lines (Yukon) Ltd. 
a rate of return on the Phase I rate base which included 
an incentive rate of return mechanism to yield an 
effective return to common equity of approximately 
18%. In its decision of December 31, 1986 the Board 
reduced the effective rate of return on common equity 
to approximately 16.25% as from June 1, 1986. 

With respect to Phase II of the project, the Board 
directed Foothills Pipe Lines (Yukon) Ltd. to begin 
recovering as of September 1, 1982 approximately 
$124,000,000 (of which the Company’s share is 
approximately $49,000,000) of Phase II expenditures 
under the tariff applicable to the Phase I operations. 
The rate of recovery is set at 4% per annum until 
November 1, 1988 and will be subject to review by the 
Board at that time. Prior to June 1, 1986 the Board 
permitted Foothills Pipe Lines (Yukon) Ltd. a pre-tax 
rate of return of 16% on the unamortized balance of 
$124,000,000. In its December 1986 decision, the 
Board reduced the pre-tax rate of return to 14.25% 
effective June 1, 1986. 

The components of the Company’s Consolidated 
Balance Sheets and Statements of Operations relating to 
its share of the activities of Foothills Pipe Lines (Yukon) 
Ltd. and its subsidiaries are shown below: 


Balance Sheets 


December 31 


1986 1985 1984 
$000 
Plant, property and 
equipment $228,071 $227,832 $228,451 
Accumulated depreciation (39,911) (30,846) (22,573) 
Current assets 8,859 10,000 12,793 
Northern pipeline 
projects 75,038 76,964 78,809 
Other deferred charges 425 624 1 
$272,482 $284,574 $297,481 
Long term debt $119,444 $126,922 $139,494 
Deferred income taxes 29,188 25:971 20,778 
Current liabilities 7,473 10,174 8,670 
Westcoast equity: 
Phase |* 41,339 44,543 49,730 
Phase II* 75,038 76,964 78,809 
$272,482 $284,574 $297,481 


*These amounts represent the Company's carrying value of its share in the 
projects prior to taking into account income tax savings realized amounting to 
$24,506,000 which are recorded in the Company's accounts. 


Zt 


Notes to the Consolidated Financial Statements 


Statements of Operations 


For the years ended December 31 


1986 1985 1984 
$000 
Operating revenues $45,906 $48,222 $50,584 
Operating revenue 
deductions 16,254 15,529 14,264 
29,652 32,693 36,320 
Northern pipeline projects 
Phase Il recovery 3,166 4,676 3,648 
Other income 55 342 258 
32,873 SHANG, 40,226 
Interest on debt 13,411 1S:359 19,951 
19,462 225352 20,275 
Income taxes 8,588 9,093 8,258 
Net income $10,874 $13,259 $12,017 


5. Other Deferred Charges and Investments: 


In 1986, the Company reviewed the carrying value of 
an oil and gas portfolio investment and as a result, a 
$5,000,000 reduction in book value has been recorded 
as an extraordinary item in the Statement of Operations 
for the year ended December 31, 1986 reducing the 
carrying value of this investment from $22,562,000 

to $17,562,000. The quoted market value of this 
investment was $14,806,000 at December 31, 1986 
(December 31, 1985 — $13,875,000). 


6. Common Stock: 


(a) The Company is authorized to issue an unlimited 
number of common shares without nominal or par value. 


(b) Common shares issued and outstanding are: 


December 31 


1986 1985 1986 1985 
Number of Shares $000 
41,272,312 40,918,550 $240,650 $236,337 


(c) In 1986, the Company issued for cash: 
(1) 45,000 common shares on options exercised at an 
option price of $7.875 per share, increasing common 


stock by $354,000. 


(11) 282,426 common shares under the dividend 
reinvestment plan at issue prices ranging from $12.17 
to $13.38 per share, increasing common stock by 


$3,604,000. 


(iii) 26,336 common shares under the share purchase 
plan at issue prices ranging from $12.81 to $14.09 per 
share, increasing common stock by $355,000. 


(d) In 1985, the Company issued for cash: 

(1) 56,100 common shares on options exercised at option 
prices ranging from $7.875 to $15.00 per share, in- 
creasing common stock by $741,000; 
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(ii) 100,566 common shares under the dividend 
reinvestment plan, at issue prices ranging from $15.141 
to $16.780 per share, increasing common stock by 


$1,608,000, and, 


(iii) 20,386 common shares under the share purchase 
plan, at issue prices ranging from $15.938 to $17.663 
per share, increasing common stock by $336,000. 


(e) In 1984 the Company issued for cash 10,000 
common shares on options exercised at an option price 
of $13.50 per share, increasing common stock by 


$135,000. 


(f) The shareholders have approved the reservation of 
500,000 common shares for employee options of which 
176,825 have not been allocated. The Directors may 
from time to time grant options at an option price of not 
less than 90% of the closing price of the common shares 
of the Company on the Toronto Stock Exchange on the 
day any such option is granted. The options are gener- 
ally exercisable at the cumulative rate of 20% per year. 


(g) In 1985 the Directors approved the reservation of 
2,000,000 common shares for a dividend reinvestment 
and a share purchase plan, of which 429,714 have so far 
been issued. 


(h) As at December 31, 1986 and 1985 the following 
common shares are reserved for outstanding options 
granted to directors, officers and employees: 


Original 

Number Shares 
Date of Shares Option Under 
Granted* Optioned Price** Option 

December 31, 1986 

April 19, 1979 162,000 $13.50 33,600 
February 5, 1980 131,000 14.50 6,000 
February 10, 1981 76,000 15.00 50,000 
October 28, 1981 177,200 11.50 9,000 
February 9, 1983 108,500 14.25 100,500 
October 27, 1983 145,000 15.00 127,500 
May 10, 1985 40,000 16.125 40,000 
July 25, 1985 125,000 18.00 115,000 
February 5, 1986 35,000 14.75 35,000 

999,700 516,600 


December 31, 1985 


April 20, 1976 150,000 $ 7.875 45,000 
April 19, 1979 162,000 13.50 33,600 
February 5, 1980 131,000 14.50 16,000 
February 10, 1981 76,000 15.00 53,000 
October 28, 1981 177,200 11.50 9,000 
February 9, 1983 108,500 14.25 104,500 
October 27, 1983 145,000 15.00 127,500 
May 10, 1985 40,000 16.125 40,000 
July 25, 1985 125,000 18.00 120,000 

1,114,700 548,600 


“Options are granted for a term not exceeding 10 years. 
**Option price equals market value at grant date. 


(i) Share options which became exercisable and options 


exercised: 


For the years ended December 31 


1986 1985 
Options exercisable: 
Number of shares with 
respect to which options 
became exercisable 85,400 94,400 


Option Price: 
Per share-range 


$14.25-$18.00 


$11.50-$18.00 


Total $1,345,000 $1,478,000 
Market value at date exercisable: 

Per share-average $14.03 $16.21 

Total $1,199,000 $1,530,000 
Options actually exercised: 
Number of shares with 

respect to which options 

were exercised* 45,000 56,100 
Option Price: 

Per share-range $7.875 $7.875-$15.00 

Total $354,000 $741,000 
Market value at date exercised: 

Per share-average $15.96 $17.50 

Total $718,000 $982,000 


*Upon the issuance of common shares under these options the proceeds are 
credited to the common stock account. No charges are made against income 
with respect to these transactions. 


7. Earnings per Common Share: 


Basic earnings per common share are calculated 

using the weighted average number of common shares 
outstanding during the fiscal period. There would be no 
significant dilutive effect on earnings per common share 
as the result of the exercise of share purchase options, 
the issue of shares under the dividend reinvestment or 
the share purchase plans, or the conversion of preferred 


shares. 
For the years ended December 31 
1986 1985 1984 
Number of shares: (OOO) 
Beginning balance 40,919 40,741 40,731 
Changes due to options 
exercised and shares 
issued under the 
dividend reinvestment and 
share purchase plans 159 44 4 
Weighted average 41,078 40,785 40,735 
Net income applicable to 
common shares: ($000) 
Before extraordinary 
item $42,024 $55,724* $55,790* 
Including extraordinary 
item $37,024 $55,724* $55,790* 
Basic earnings per 
common share: 
Before extraordinary 
item $1.02 $1.37 CHa 
Including extraordinary 
item $0.90 $1.37 $1.37 


*Restated to reflect prior period adjustments. 


8. Preferred Stock: 


(a) Preferred stock as at December 31, 1986 and 1985 


consists of: 


Authorized: 
Two classes of preferred shares of 
unlimited number, issuable in series, 
without nominal or par value 


Issued and outstanding: ($000) 
3,000,000 8.25% ($2.0625) Cumulative 
Redeemable Second Preferred Shares, 


Series A $ 75,000 

1,400,000 7.68% ($1.92) Cumulative 

Redeemable Retractable First Preferred 

Shares, Series 1 35,000 
$110,000 


(b) On June 25, 1985, the Company issued 3,000,000 
shares of 8.25% ($2.0625) Cumulative Redeemable 
Convertible Second Preferred Shares, Series A, in the 
amount of $75,000,000. These shares are redeemable 
at the option of the Company after June 24, 1988, in 
whole at any time or in part from time to time on not less 
than 30 days notice at varying redemption prices 
ranging from $26.00 if redeemed after June 24, 1988 
to $25.00 if redeemed after June 24, 1994. 

These shares are convertible at the option of the 
holder at any time or from time to time prior to June 27, 
1995 into fully paid and nonassessable common shares 
of the Company at a conversion rate of 1.2887 common 
shares for each preferred share. 

The issuance expenses of these shares, net of 
income taxes of $1,317,000, have been charged to 
retained earnings. 


(c) On December 19, 1985, the Company issued 
1,400,000 shares of 7.68% ($1.92) Cumulative 
Redeemable Retractable First Preferred Shares, 
Series 1, in the amount of $35,000,000. These shares 
are redeemable at the option of the Company after 
January 1, 1991, in whole at any time or in part from 
time to time on not less than 30 days notice at varying 
redemption prices ranging from $26.00 if redeemed 
after January 1, 1991 to $25.00 if redeemed after 
January 1, 1996. 

These shares are retractable at the option of the 
holder on December 31 in each of 1995, 1996, 1997 
and 1998 at a price equal to $25.00 per share plus an 
amount equal to all accrued and unpaid dividends up 
to but not including the date of payment. 
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9. Dividend Restriction: 


The First Mortgage and the indentures relating to the 
Company’s long term debt and preferred shares contain 
restrictions as to the declaration or payment of divi- 
dends, other than stock dividends, on common shares. 
Under the most restrictive provision, the amount avail- 
able for dividends at December 31, 1986 was 
$132,000,000 (December 31, 1985 — $143,000,000, 
December 31, 1984 — $134,000,000). 


10. Bank Indebtedness: 


The Company has lines of credit totalling $200,000,000 
with two Canadian chartered banks. These lines of 
credit allow the Company to borrow from the banks or to 
issue bankers acceptances and are also used to support 
commercial paper issued by the Company. These lines 
of credit are subject to annual review by the chartered 
banks. 

Bank indebtedness of $59,569,000 (December 31, 
1985 — $74,180,000) includes commercial paper 
issued by the Company amounting to $21,000,000 
(December 31, 1985 — $7,100,000). 


11. Long Term Debt: 


The Company’s First Mortgage Pipe Line Bonds are 
secured by a specific First Mortgage on substantially all 
of the Company’s fixed assets, its gas purchase con- 
tracts, its gas sales contracts, 807,200 common shares 
of Westcoast Petroleum Ltd. and by a first floating 
charge on its other assets and its undertakings. 

Long term debt repayments, including sinking fund 
obligations, required in the five years ending December 


31, 1991 are: 


1987 — $87,729,000 
1990 — $50,751,000 


1988 — $34,243,000 
1991 — $83,035,000 


1989 — $48,493,000 


Interest on long term debt for the year ended 
December 31, 1986 amounted to $89,912,000 (for the 
years ended December 31, 1985 — $86,508,000, 
December 31, 1984 — $87,749,000). 

On April 23, 1985 the Company issued the 1242% 
Debenture, 1995 Series, in the amount of $75,000,000 
at 99.75%. 


On January 15, 1986 the Company issued the 
10.6% Debentures, 2006 Series in the amount of 
$50,000,000 at par. 


12. Segmented Information: 


More than 90% of the consolidated revenues and net 
income of the Company and its subsidiaries result from 
the sale of natural gas and crude oil produced in 
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Canada. In excess of 90% of the consolidated assets of 
the Company and its subsidiaries are situated in 
Canada. The consolidated operating revenues of the 
Company and its subsidiaries are generated from the 
following sources: 


For the years ended December 31 


1986 1985 1984 
$000 
(restated) 


Operating revenues: 
Canada 
United States 


$630,899 $ 688,222 $ 583,733 
317,049 506,934 567,692 


$947,948 $1,195,156 $1,151,425 


The operations of the Company and its subsidiaries can 
be segmented into two major categories: 

Transmission — primarily the gathering, processing, 
transmission, distribution and marketing of natural gas. 
Petroleum — exploration, development and production 
of crude oil and natural gas. 


For the years ended December 31 


1986 1985 1984 
$000 
(restated) 
Operating revenues: 
Transmission $ 874,366 $1,090,325 $1,086,061 


Petroleum 73,582 


$ 947,948 $ 


104,831 65,364 


= 


,195,156 $1,151,425 


Operating income: 
Transmission $ 162,031 $ 170,218 $ 166,632 
Petroleum 22,130 50,853 32,619 


$ 184,161 $ 221,071 $ 199,251 


Total assets: 
Transmission 
Petroleum 


$1,387,192 $1,440,099 $1,425,478 
529,752 548,287 320,876 


$1,916,944 $1,988,386 $1,746,354 


Additions to plant, property 
and equipment: 


Transmission $ 55,250 $ 89,389 $ 45,371 
Petroleum 32,981 199,805* 51,382 
$ 88,231 $ 289,194 $ 96,753 

Depreciation and depletion: 
Transmission $ 36,682 $ 61,003 $ 58,451 
Petroleum 34,120 25,781 15,841 
$ 70,802 $ 86,784 $ 74,292 


*Includes investment in Texas Pacific 


13. Income Taxes: 


Income tax expense, all applicable to Canadian 
operations, was $34,299,000 for the year ended 
December 31, 1986 reflecting an effective rate of 38.9% 
applied to income before income taxes, minority 
interest and extraordinary item (for the years ended 
December 31, 1985 — $73,338,000 (53.9%), 
December 31, 1984 — $56,193,000 (47.5%)). The 
income tax expense varies from the amounts that would 
be computed by applying the combined Canadian 


Federal and Provincial income tax rates of approxi- 
mately 48.8% for the year ended December 31, 1986 
(for the years ended December 31, 1985 — 50.7%, 


December 31, 1984. — 50.1%) to income before income 
taxes, minority interest and extraordinary item for the 
following reasons: 


1986 


For the years ended December 31 
1985 1984 


% of income before 


income taxes, 
minority interest and 


% of income before 
income taxes and 


% of income before 
income taxes and 


$000 extraordinary item $000 minority interest $000 minority interest 
(restated) (restated) 
Federal and Provincial income tax rates 
applied to book income $43,009 48.8% $68,939 50.7% $59,296 50.1% 
Increase (decrease) in income 
taxes resulting from: 
Non-taxable portion of 
allowance for funds capitalized (629) (0.7) (2,451) (1.8) (2,075) Gie7) 
Non-deductible depletion 1,450 1.6 1,583 eo) 1,344 ‘les 
Other petroleum and natural 
gas activities 562 0.6 e\ola| i7/ 6.0 3,964 3.4 
Other — —_ (575) (0.4) (1,748) (1.5) 
44,392 50.3 TS, tS 59.7 60,781 51.4 
The application to the Company's 
utility operations of the income 
taxes currently payable method of 
accounting for income taxes: 
Capital cost allowance claimed 
for income tax purposes 
less than (in excess of) 
depreciation and amortization (3,374) (3.8) 8,855 6.4 9,276 7.8 
Other items deducted for income 
tax purposes in advance of 
accounting charges (2,871) (3.2) (3,215) (2.3) (2,021) (1.7) 
Investment tax credits (3,848) (4.4) (8,115) (5.9) (11,843) (10.0) 
(10,093) (11.4) (2,475) (1.8) (4,588) (3.9) 
Provision for income taxes $34,299 38.9% $73,338 53.9% $56,193 47.5% 


With respect to the computation of deferred income 
taxes, the sources of the timing differences and the 
income tax effects of each were: 


For the years ended December 31 


1986 1985 1984 
$000 
(restated) 


Capital cost allowance 
claimed for income tax 
purposes in excess of 
depreciation and 
amortization 

Depletion and oil and 
gas exploration expenditures 
claimed for income tax 
Purposes in excess of that 
recorded for accounting 
purposes 

Other items deducted for 
income tax purposes 
in advance of 
accounting charges 


$10,906 $11,705 $12,343 


2,434 13,260 S7en\2 


5,588 
$27,243 


1,414 1A Oe: 


Deferred income taxes $14,754 $36,122 


14. Investment in Texas Pacific: 


In 1985 the Company acquired all of the shares of 
Texas Pacific Oil Canada Ltd., and all of the shares of 
322140 Alberta Ltd., the company holding directly and 
indirectly the Canadian oil and gas properties of Texas 
Pacific Oil Company, Inc. and Texas Pacific Oil 
Company (U.K.) Inc. These acquisitions have been 
accounted for by the purchase method as follows: 


$000 
Value attributed to property, plant and 
equipment acquired $166,886 
Assumption of gas production prepayment (3,741) 
Deferred income taxes (33,811) 
Investment per Consolidated Statements 
of Changes in Financial Position 129,334 
Working capital acquired 5,158 
$134,492 


Cash purchase price 


The results of operations of these companies are 
included in the Consolidated Statements of Operations 


from the dates of acquisition. 

The excess of cost over book value of the assets 
acquired, which amounted to $39,726,000, has been 
attributed to oil and gas properties and is being 
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depleted by the unit-of-production method based on 
total estimated proven reserves. 


15. Reconciliation of Generally Accepted 
Accounting Principles: 


The Company prepares its accounts in accordance with 
accounting principles generally accepted in Canada, 
which parallel accounting principles generally accepted 
in the United States in most areas. The following recon- 
ciliations reflect the differences in these accounting 
principles where applicable, as required by the Securi- 
ties and Exchange Commission and stock exchanges in 
the United States. 

If accounting principles generally accepted in the 
United States were followed, the effect on net income 


would be: 


For the years ended December 31 


1986 1985 1984 
$000 

Net income (a) $42,415 $60,997 $60,376 
Adjustments for: 

Translation of long term 

debt (b) 2,630 (1,186) | 27/7 

Full cost accounting (c) (31,501) 3,000 1,100 

Business combinations (d) (305) (420) oe 
Adjusted net income 13,239 62,391 62,753 
Provision for dividends on 

preferred shares 8,876 3,679 3,098 
Adjusted net income applicable 

to common shares $ 4,363 $58,712 $59,655 
Common stock — weighted 

average and common stock 

equivalents (OOO) 41,098 40,942 40,748 
Per common share — 

primary (a) $0.11 $1.43 $1.46 


(a) Accounting principles generally accepted in the 
United States require the prior period adjustment des- 
cribed in Note 2 and the extraordinary item described 
in Note 5 to be reported as regular deductions 

from income. 


(b) All long term debt payable in United States funds 

is translated into Canadian dollars at exchange rates 
prevailing at the end of the fiscal periods. The resultant 
unrealized foreign exchange gains or losses are deferred 
and the portion not recoverable through cost of service 
is amortized on a straight-line basis over the life of 
each issue. 

Accounting principles generally accepted in the 
United States require that gains or losses resulting from 
translation of foreign debt at exchange rates prevailing 
at the end of the fiscal periods net of the portion 
recoverable through cost of service be included in the 
determination of income for the period. 
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(c) In accordance with the Securities and Exchange 
Commission accounting rules for the application of the 
full cost method of accounting, a limitation on capital- 
ized costs by the use of the standardized measure of dis- 
counted future cash flows from proven oil and gas 
reserves on a country-by-country basis requires a provi- 
sion against the recorded book value for these assets. 


(d) Accounting principles generally accepted in Canada 
direct that deferred income taxes previously recorded 
by an acquired company be carried forward and 
reflected in the consolidated financial statements. 
Under accounting principles generally accepted in the 
United States, the consolidated financial statements 
would not reflect deferred income taxes previously 
recorded by an acquired company. The above adjust- 
ment would be the net effect had the deferred income 
taxes not been recorded. 

Consolidated balance sheet items under accounting 
principles generally accepted in the United States, 
would be as follows: 


December 31 


1986 1985 
$000 
(restated) 

Plant, property and equipment $2,363,171 $2,273,150 
Accumulated depreciation 

and depletion 807,446 695,021 
Unrealized foreign exchange 

losses 15,866 17,515 
Other deferred charges 

and investments 21,812 47,918 
Common shareholders’ equity: 

Unrealized loss on other 

long term investments 2,756 8,687 

Retained earnings 217,720 254,695 

Deferred income taxes 270,168 277,946 


16. Commitments and Contingencies: 


Due to the size, complexity and nature of the Company’s 
operations, a number of lawsuits are pending at any 
point in time in which the Company may be the plaintiff 
or defendant. In the opinion of management, the 
ultimate resolution of any current lawsuits would not 
have a material effect on the Company’s consolidated 
financial position or results of operations. 


pplementary Information on Oil 
and Gas Activities (unaudited) 


The following supplementary information pertains to Oil and Gas Reserves 
Westcoast Petroleum Ltd.’s oil and gas activities: December 31 
1986 1985 1984 1986 1985 1984 
Results from Oil and Gas Operations Crude ae Piquids Natural Gas 
s Bcf 
For the years ended December 31 Proven (developed 
1986 1985 1984 and undeveloped) 
$000 Beginning 
Revenues, net of of year 31,521 11 ,893 10,520 479.0 396.1 396.7 
royalties $66,300 $97,368 $57,507 Revisions of 
previous 
Less: estimates 1,819 444 1,126 1.0 1.5 (0.4) 
Production costs 13,826 10,816 6,047 ‘ : : ; 
Deniedisti . Improved 
rr lation an 
: recove 300 pers — F _ = 
depletion 29,209 23,229 13,356 zs ee 0.1 
Purchases — 13,266 — — 69.6 —_— 
Petroleum and Natural ; ; 
Gas Tax 2,757 13,554 8,267 pissvetiee 
i = aS and other 
Alberta Royalty Tax additions 37178 94515 e734" 13:9) 23:6) 10.5 
Credit (2,753) (2,000) (2,000) 
Production 
43,039 45,599 25,670 during the 
year (3,477) (2,925) (1,487) (12.6) (11.8) (10.7) 
Operating income 23,261 51,769 Si173837 
Income taxes 10,562 34,065 19,538 End of year 33,341 31 $52: wilial ,893 481.4 479.0 396.1 
Results from oil and Proven developed 
gas operations $12,699 $17,704 $12,299 Beginning 
akon PERE of year 30,804 11,471 10,112 248.9 219.1 230.0 
sl naphtha End of year 32,725 30,804 11,471 258.0 248.9 219.1 


December 31 
1986 1985 The above estimated reserves of crude oil and liquids, 


$000 . F 
ne and natural gas are mainly located in Canada. The 
Property acquisition, 
exploration and Company calculates reserves as net share to the 
development costs $600,384 $567,447 


1 Company but before deduction of royalties. This is the 
Accumulated depreciation ' i 
and depletion (127,047) (97,839) most meaningful comparison because royalty rates may 
$473,337 $469,608 vary with price changes and production. Reserve 


Costs Incurred estimates include only those reserves recoverable under 
For the years ended December 31 existing economic and operating conditions and do not 
1986 Pe 1984 include reserves contained in untested zones or 
O00 
Elopereaaquisitior.easts $ 233 $15,094 $12,473 reserves available through enhanced recovery schemes 
Exploration costs 26,773 50,401 35,785 where performance 1s not proven. 
Development costs 24,486 36,603 24,518 
51,492 102,098 72,776 
Less: 
Petroleum incentive 
grants 18,554 31/637 21,394 
Other — 7,918 — 


$32,938 $62,543 $51,382 
Pa OS = 


Production expenses $13,826 $10,816 $ 6,047 


Depreciation and 
depletion 29,209 23,229 13,356 
pac NS cee ee tre a a a 


In addition to the above property acquisition costs, in 
1985 the Company acquired all of the shares of Texas 
Pacific Oil Canada Ltd. and 322140 Alberta Ltd. as 
detailed in Note 14 of the Consolidated Financial State- 
ments. The value attributed to oil and gas properties 
acquired amounted to $166,886,000. 
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Supplementary Information on Oil 
and Gas Activities (unaudited) 


Standardized Measure of Discounted Future 
Net Cash Flows and Changes Therein from 
Proven Reserves 


The following information is provided as required by 
Statement No. 69 issued by the Financial Accounting 
Standards Board in the United States. 

The Company cautions that the calculation of the 
discounted future net cash flows from proven oil and 
gas reserves does not represent fair market value of the 
reserves nor future cash flows from production of the 
reserves. The values do not include the value of un- 
proven exploratory properties or the value of probable 
reserves. 

Estimated future cash inflows are based on 
estimated future production volumes of proven reserves 
at prices in effect on January Ist of the following year. 
Estimated future production costs include field 
operating costs which are based on year-end costs but 
exclude depreciation and depletion, corporate overhead 
and interest costs. Future development costs represent 
estimated expenditures to be incurred to complete the 
development and production of the proven reserves 
based on year-end costs. Estimated Petroleum and Gas 
Revenue Tax was computed based on rates and legisla- 
tion in effect at each year-end. This tax was eliminated 
effective October 1, 1986. Future income tax expense 
has been computed by applying year-end statutory 
rates, to the future estimated taxable income adjusted 
for the tax basis of the oil and gas properties. The 
prescribed discount rate of 10 percent was used in 
arriving at discounted net cash flow. 

The guidelines issued by the Canadian Institute of 
Chartered Accountants in September 1986 for full cost 
accounting applicable to oil and gas properties do not 
advocate the use of a discount factor in establishing the 
future net revenues from oil and gas reserves. 
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Standardized Measure of Discounted Future Cash 
Flows from Proven Oil and Gas Reserves 


For the years ended December 31 


1986 1985 1984 
$000 


Estimated future cash inflows $1,263,897 $1,963,894 $1,078,021 


Less: 
Estimated future production 
costs 244,410 231,796 129,068 
Estimated future development 
costs 40,596 108,548 86,753 
Estimated future Petroleum 
and Natural Gas Tax — 31,700 152,808 
Estimated future income 
taxes 279,685 611,942 372,105 
564,691 983,986 740,734 
Estimated future net 
cash flows 699,206 979,908 337,287 
Less discount at 10% per 
annum for estimated timing 
of future net cash 
cash flows 396,293 542,836 151,820 


Discounted future net 


cash flows $ 302,913 $ 437,072 $ 185,467 


Changes in Discounted Future Net Cash Flows 
Relating to Proven Oil and Gas Reserves 


For the years ended December 31 


1986 1985 1984 
$000 
Revisions to reserves proven 
in prior years: 
Revisions in quantity $ 17,902 $ 7,167 $ 14,706 
Changes in prices and 
production costs (329,627) (15,463) (21,220) 
Other (70,719) 41,391 (20,080) 
(382,444) 33,095 (26,594) 
Accretion of discount 43,529 18,547 18,262 
Purchases of reserves _ 213,551 —_— 
Discoveries, extensions and 
improved recovery, net 
of related costs 27,376 151,824 QT pA 2eZ 
Previously estimated develop- 
ment costs incurred 
during the year 20,611 7,738 4,676 
Revenue, net of production 
costs and Petroleum 
and Natural Gas Tax 
from production (49,717) (72,998) (43,193) 
Net change in income taxes 206,486 (100,152) 21,972 
Net change (134,159) 251,605 2,845 
Balance at beginning 
of year 437,072 185,467 182,622 


Balance at end of year $ 302,913 $ 437,072 $ 185,467 


Comparison of Years Ended December 31, 1986 
and 1985 


A substantial portion of the Company’s operating cash 
flow was generated from its utility operations which are 
subject to a gas purchase agreement with the British 
Columbia Petroleum Corporation and to National 
Energy Board regulation. Effective January 1, 1986 the 
National Energy Board determined that the method of 
regulating the tolls of the Company be changed from a 
variable cost of service method to a fixed toll method. 
Under the fixed toll method, variances from forecasted 
costs will have a direct effect on the Company’s net 
income, except for costs for which a deferred 
accounting treatment is permitted. 

As referred to in Note 2 of the Consolidated 
Financial Statements, the National Energy Board 
issued a decision in August 1986 pertaining to the 
Company’s 1986 Toll Application. The major items of 
that decision were to reduce the Company’s allowed rate 
of return on common equity from 14.75% in 1985 to 
13.75% in 1986 and to reduce the annual depreciation 
rates for the Company’s pipeline assets. During 1986 
the National Energy Board also reduced the allowed 
rate of return on common equity to Foothills from 16% 
to 14.25% effective June 1, 1986. 

In 1986, world crude oil prices were subject to a 
significant decline. The lower prices impacted directly 
on the earnings and cash flows of Westcoast Petroleum. 
During the year, steps were taken to reduce exploration 
and other operating expenditures in order to reduce the 
decline in cash flows, but Westcoast Petroleum’s earn- 
ings were substantially reduced in 1986 as a result of 
the decline. With the decline in oil prices the Company 
reviewed the carrying value of a related portfolio invest- 
ment and as a matter of conservatism, a $5 million 
reduction in book value was recorded as an extra- 
ordinary item in the Statements of Operations. 

In 1986, consolidated funds generated from 
operations decreased by approximately 25% to $140 
million. The decrease was mainly attributable to the 
decline in oil and gas prices and the National Energy 
Board’s decision to reduce the depreciation rates for the 
Company’s pipeline assets. Another negative factor was 
the reduction in the allowed rate of return to the Com- 
pany and to Foothills. The Company’s funds generated 
from operating activities together with the proceeds 
received from the issue of $50 million 10.6% Deben- 
tures 1995 Series were used to finance the Company’s 
capital projects, debt retirement and dividend 
payments. 


nagement’s Discussion and Analysis 
of Financial Conditions and Results of Operations 


The Company has lines of credit totalling $200 
million with two Canadian chartered banks. These lines 
of credit allow the Company to borrow from the banks, 
issue bankers acceptances and support commercial 
paper issued by the Company. These lines of credit are 
subject to annual review by the chartered banks. 

Consolidated operating revenues decreased in 1986 
from $1.19 billion to $948 million. The decrease is due 
principally to lower oil and gas prices together with a 
shift in gas throughput from sales to third party 
transportation. 

The decrease in consolidated operating revenue 
deductions was attributable mainly to decreased cost of 
gas sold, lower depreciation and lower Petroleum and 
Gas Revenue Taxes resulting from decreased sales by 
Westcoast Petroleum and the removal of the Petroleum 
and Gas Revenue Tax effective October 1, 1986. 

Allowance for funds used during construction 
decreased marginally due to a lower level of utility 
capital projects. 

Investment and other income decreased mainly 
due to the recognition of deferred non-utility revenues 
in 1985. 

Interest on debt decreased due to reduced short 
term debt and reduced Foothills debt offset partially by 
higher interest on long term debt. 

Other income deductions increased compared to 
1985 mainly due to carrying charges related to interim 
tolls and increased utility expenses deferred. 

Income taxes decreased in 1986 principally due 
to lower income before taxes. 

Administrative pricing of natural gas in both 
Canada and the United States is in the process of 
changing to market-based pricing and in both countries 
this change is being accompanied by moves aimed at 
increasing the flexibility of natural gas producers and 
consumers to arrange contracts for the sale and 
transportation of gas. Until these changes have been 
completed, the gas and transportation markets in which 
the Company operates will be subject to a degree of 
uncertainty. 

The Company anticipates no other unusual events 
or significant economic changes in the foreseeable 
future which will adversely affect income from con- 
tinuing operations. 

The effects on net income arising from the 
variances between accounting principles generally 
accepted in Canada and the United States are outlined 
in Note 15 of the Consolidated Financial Statements. 
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Management's Discussion and Analysis 
of Financial Conditions and Results of Operations 


Comparison of Years Ended December 31, 1985 
and 1984 


A substantial portion of the Company’s operating cash 
flow was generated from its utility operations, which are 
subject to a gas purchase agreement with the British 
Columbia Petroleum Corporation and to National 
Energy Board regulation. Under the agreement, the 
Company recovered its operating expenses and a pre- 
scribed rate of return on its utility rate base assets. 

In 1985, consolidated funds generated from 
operations increased by approximately 13% to $185 
million. The majority of the increase was attributable to 
an increase in Westcoast Petroleum’s operating cash 
flow. The Company’s funds generated from operating 
activities together with the proceeds received from the 
issue of $75 million 1242% Debentures, 1995 Series, 
$75 million 8.25% Second Preferred Shares, Series A 
and $35 million 768% First Preferred Shares, Series 1, 
were used to finance the Company’s capital projects, 
investment in Texas Pacific, debt retirement, preferred 
share redemption and dividend payments. 

The Company had lines of credit totalling $200 
million with two Canadian chartered banks. These lines 
of credit allow the Company to borrow from the banks, 
issue bankers acceptances and support commercial 
paper issued by the Company. These lines of credit are 
subject to annual review by the chartered banks. 

Consolidated operating revenues increased 
marginally in 1985 from $L15 billion to $119 billion. 
The increase was due principally to higher domestic gas 
volumes sold by Westcoast and increased crude oil and 
natural gas sales by Westcoast Petroleum. The increase 
in consolidated operating revenue deductions was attri- 
butable mainly to increased production costs, depletion 
and Petroleum and Gas Revenue Taxes resulting from 
increased sales by Westcoast Petroleum. 
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Allowance for funds used during construction in- 
creased primarily due to a higher level of utility capital 
projects. 

Investment and other income increased mainly due 
to collection of deferred non-utility revenues. 

Interest on debt increased due to higher interest on 
short term and long term debt of the Company, offset 
partially by reduced debt of Foothills Pipe Lines 
(Yukon) Ltd. 

Other income deductions increased compared 
to 1984 primarily due to write-offs of costs related to 
certain feasibility studies on projects which were 
suspended. 

Income taxes in 1985 increased principally due 
to lower investment tax credits claimed and higher 
Petroleum and Gas Revenue Taxes offset partially by 
increased capital cost allowance claimed, resulting in 
a higher effective rate of income taxes. 


For the years ended December 31 


gmented Statements of Operations (unaudited) 


Westcoast Consolidation 
Transmission Westcoast Foothills Adjustments 
Company Petroleum Pipe Lines and Other 
Limited Ltd. (Yukon) Ltd. Subsidiaries Consolidated 
$000 
1986 
Operating revenues ; $ 783,389 $73,582 $45,906 $45,071 $ 947,948 
Operating revenue deductions 669,731 51,426 16,254 26,376 763,787 
Operating income 113,658 22,156 29,652 18,695 184,161. 
Other income 6,596 412 S224) (465) 9,764 
; 120,254 22,568 32,873 18,230 193,925 
Income deductions 80,626 4,332 13,411 7,344 105,713 
Income before undernoted items 39,628 18,236 19,462 10,886 88,212 
Income taxes 10,614 8,867 8,588 6,230 34,299 
Minority interest — —_— -— 3,013 Ss POnS 
29,014 9,369 10,874 1,643 50,900 
Extraordinary item 5,000 — — — 5,000 
Net income 24,014 9,369 10,874 1,643 45,900 
Provision for dividends 
on preferred shares 8,876 = — — 8,876 
Net income applicable fs 
to common shares 15,138 9,369 10,874 1,643 37,024 
Allocation of financing costs relating 
to the acquisition of Texas Pacific 9,583 (9,583) — — —_— 
Adjusted net income applicable 
to common shares Cy 4) $i~ (214) $10,874 $ 1,643 $ 37,024 
Adjusted per common share — basic $0.60 — $0.26 $0.04 $0.90 
1985* 
Operating revenues $1,007,383 $104,831 $48,222 $34,720 $1,195,456 
Operating revenue deductions 889,132 53,978 15,529 15,446 974,085 
Operating income 1187251 50,853 32,693 19,274 221,071 
Other income 13,713 2n15' 5,018 V2 18,963 
131,969 51,068 Svar 19,286 240,034 
Income deductions 75,124 5,906 15,359 7,547 103,936 
Income before undernoted items 56,845 45,162 22a 1A 739) 136,098 
Income taxes 26,975 31,193 9,093 6,077 Theye ets! 
Minority interest — _ —_ 3,357 SWsleiy/ 
Net income 29,870 13,969 13,259 2,305 59,403 
Provision for dividends 
on preferred shares 3,679 —_— —_— — 3,679 
Net income applicable 
to common shares 26,191 13,969 12,7259) 2,305 55,724 
Allocation of financing costs relating 
to the acquisition of Texas Pacific 5,850 (5,850) == m es es 
Adjusted net income applicable 
to common shares $ 32,041 $ 8,119 $13,259 $2,305 S 55,724 


Adjusted per common share — basic $0.78 $0.20 $0.33 $0.06 Sas 
a nnn n ne EEUU EEE 
1984* 
Operating revenues $1,000,418 $65,364 $50,584 $35,059 $1,151,425 
Operating revenue deductions 889,020 32,745 14,264 16,145 952.1 hd 
Operating income tit 3s9s 32,619 36,320 18,914 199,251 
Other income 10,305 262 3,906 (97) 14,376 
A211, 703 32,881 40,226 18,817 etso2y 
Income deductions 63,679 3,472 19,951 8,236 95,338 
Income before undernoted items 58,024 29,409 205275: 10,581 118,289 
Income taxes 23,605 18,714 8,258 5,616 56,193 
Minority interest — = SS 3-208 3,208. 
Net income 34,419 10,695 P2017 shardshed 58,888 
Provision for dividends 
—_ —_— —_ 3,098 
on preferred shares 3,098 = A i 
Net income applicable 
to common shares $ 31,321 $10,695 $12,017 Cf avAew/ $ 55,790 
$0.77 $0.26 $0.30 $0.04 $1.37 
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“Restated to reflect prior period adjustments and 1986 presentation. 
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Segmented Statements of Changes 


in Financial Position (unaudited) 


For the years ended December 31 


1986 

Operating activities 

Financing activities 

Investment activities 

Dividends 

Change in non-cash 
working capital 


Increase (decrease) in cash 
position during the year 


1985* 

Operating activities 

Financing activities 

Investment activities 

Dividends 

Change in non-cash 
working capital 


Increase (decrease) in cash 
position during the year 


1984* 

Operating activities 

Financing activities 

Investment activities 

Dividends 

Change in non-cash 
working capital 


Increase (decrease) in cash 
position during the year 


Westcoast Consolidation 
Transmission Westcoast Foothills Adjustments 
Company Petroleum Pipe Lines and Other 
Limited Ltd. (Yukon) Ltd. Subsidiaries Consolidated 
$000 
$ 60,960 wept OOSs a $ 23,058 $ 13,504 $139,525 
PLS BPP (1,250) (6,445) (3,677) 17,849 
(30,341) (34,318) (18) (11,996) (76,673) 
(49,215) — —_— (1,991) (51,206) 
(8,860) (1,239) (793) (3,992) (14,884) 
Cy 9 ASS) $ 5,196 $ 15,802 $ (8,152) $ 14,611 
$ 86,047 SOO O22 —-— $ 27,626 $ 10,830 $185,425 
128,565 IS2196"% (18,908) (136,867) 104,986 
(210;662)** (192,525) (99) 126,960 (276,326) 
(45,951) _ —_ (1,879) (47,830) 
2,861 (6,520) 3,593 1,005 939 
$ (39,140) $ (5,927) Sete? 2. $ 49 $ (32,806) 
$ 89,151 $36,522 $ 27,381 $ 10,809 $163,863 
(29,843) (1,300) (13,509) (6,657) (51,309) 
(65,980) (52,391) (4,377) 1,071 (121,677) 
(45,482) — — (1,682) (47,164) 
SrOor 2,648 (6,129) 7,564 IZA FO 
$ (49,067) $ (14,521) $ 3,366 Sade OS $ (49,117) 


*Restated to reflect prior period adjustments. 


**Iincludes $134.4 million of common shares issued by Westcoast Petroleum 
to Westcoast Transmission relating to the acquisition of Texas Pacific. 


***Does not include the allocation of financing costs shown in the Segmented 
Statements of Operations on page 37. 
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solidated Quarterly Results (unaudited) 


For the years ended December 31 


March 31 June 30 Sept. 30 Dec. 31 Total 
$000 

1986 
Operating revenues $316,555 $202,674 $173,882 $254,837 $ 947,948 
Operating revenue deductions 261,685 Serr Ae 141,295 207,094 763,787 
Operating income 54,870 48,961 32,587 47,743 184,161 
Other 23,276 23,930 25,390 26,366 98,962 
Income before undernoted 

items 31,594 25,031 7,197 Z2A7377 85,199 
Income taxes 17,063 2S 7A4 (4,076) 8,941 34,299 
Income before 

extraordinary item 14,531 12,660 Mlig2e7S. 12,436 50,900 
Extraordinary item a — 5,000 — 5,000 
Net income 14,531 12,660 6,273 12,436 45,900 
Provision for dividends on 

preferred shares 2,219 2,219 2,219 Pic PAIS) 8,876 
Net income applicable to 
common shares: 

Including extraordinary item S232. $ 10,441 $ 4,054 $1107.27, $37,024 

Before extraordinary item Sen2ron2 $ 10,441 $ 9,054 S10) 2 417, See 421024 
Per common share — basic: 

Including extraordinary item $0.30 $0.26 $0.10 $0.24 $0.90 

Before extraordinary item $0.30 $0.26 $0.22 $0.24 $1.02 
1985* 
Operating revenues $392,902 $220,383 $201,518 $380,353 $1,195,156 
Operating revenue deductions CHEV s Oss 167,047 150,480 319,543 974,085 
Operating income 55,887 53,336 51,038 60,810 220O7N 
Other 20,677 24,262 20/523 22,868 88,330 
Income before undernoted 

items 35,2 10 29,074 30,515 37,942 132,741 
Income taxes 19,490 15,259 16,671 21,918 73,338 
Net income 1s) 7/28) 13,815 13,844 16,024 59,403 
Provision for dividends on 

preferred shares 349 116 1,559 1,655 3,679 
Net income applicable 

to common shares Sal5,s71 $ 13,699 S27 235 $ 14,369 $ 55,724 
Per common share — basic $0.38 $0.33 $0.30 $0.36 Sies7 


*Restated to reflect prior period adjustments and 1986 presentation, 
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For the years ended December 31 (Dollar amounts are in thousands, except per share figures) 


stcoast Transmission Company Limited 
Ten-Year Review (unaudited)* 


Financial 1986 1985 1984 1983 
Operations: 
Operating revenues $ 947,948 $1,195,156 $1,151,425 $1,130,493 
Operating revenue deductions 763,787 974,085 952,174 937,653 
Operating income 184,161 DENOF1 199,251 192,840 
Other income and deductions 133,261 161,668 140,363 128,154 
Net income** 50,900 59,403 58,888 64,686 
Provision for dividends on preferred shares 8,876 3,679 3,098 3,142 
Net income applicable to common shares** $ 42,024 $55,724 $ 55,790 $ 61,544 
ee eee ee eee 
Dividends on common shares $ 40,251 $ 42,422 $ 42,364 ‘6 427352 
Cash flow from operations 139,525 185,425 163,863 158,141 
Per Common Share: 
Net income — basic** $1.02 $1.37 $1.37 $1.51 
Dividends $0.98 $1.04 $1.04 $1.04 
Dividend payout ratio** 96% 76% 76% 69% 
Cash flow from operations $3.40 $4.55 $4.02 $3.88 
Assets: 
Plant, property and equipment $2,396,982 $2,306,961 $1,994,947 $1,901,673 
Accumulated depreciation and depletion 755,376 690,336 610,561 538,022 
Net plant, property and equipment 1,641,606 1,616,625 1,384,386 1,363,651 
Current assets 1515472 217,300 205,756 241,005 
Deferred charges and other investments 124,166 154,461 156,212 112,910 
Total assets $1,916,944 $1,988,386 $1,746,354 $1,717,566 
Capitalization: 
Long term debt $ 686,306 S742, 556 $ 707,677 $ 732,421 
Preferred shareholders’ equity 110,000 110,000 34,210 36,966 
Common shareholders’ equity 501,768 501,345 484,398 471,793 
1,298,074 1,353,901 1,226,285 1,241,180 
Other Liabilities: 
Deferred income taxes 319,423 306,555 239,587, 214,362 
Current liabilities 273,000 302,582 256,866 240,072 
Minority interest in subsidiary companies 26,447 25,348 23,616 21,952 
Total equity and liabilities $1,916,944 $1,988,386 $1,746,354 $1,717,566 
Rate Base and Return: 
Average utility rate base $ 698,204 $ 690,512 $ 694,586 $ 739,344 
Average return on utility rate base 12.2% 12.0% 12.0% 12.0% 
Average return on equity in utility rate base 13.9% 14.7% 14.6% 14.7% 
Capitalization Ratios: 
Long term debt 52.9% 54.9% 5727 59.0% 
Preferred shareholders’ equity 8.5% 8.1% 2.8% 3.9% 
Common shareholders’ equity 38.6% 37.0% 39.5% 38.0% 
— per common share $12.16 $12.25 $11.89 $11.58 
Return on average common shareholders’ equity** 8.4% TES% 11.7% 13.1% 
Statistical 
Mainline Operations: 
Total gas sales (10°m°) 7 056 479 7 554 884 7 233 907 6 782 851 
Transportation volumes (103m3) 546 595 214 102 2691 — 
Average daily throughput (102m?) 19 333 20 698 19 765 18 583 
Peak day sales (10%m%) 40 156 42 889 42 941 43 481 
Systems sales capacity (10°m® per day) 42 548 42 548 42 548 42 548 
Transmission pipelines (kilometres) 2 331 2334 ae ie Zoot 
Gathering pipelines (kilometres) 23 leed7 4 2 104 2 104 2 104 
Compressors (kilowatts) 356 757 356 757 356 757 356 757 
Oil and Gas: 
Property acquisition, exploration and development 
costs after incentives $ 32,981 $ 199,805*** Se 51), 3S2 $31,351 
Production — Crude oil and liquids (Mbbis) 3,477 2,925 1,487 1,180 
— Natural gas (Bcf) 13 12 ala) 9 
Proven reserves at year end — Crude oil and 
liquids (MbbIls) 33,341 Sipo2d 11,893 10,520 
— Natural gas (Bcf) 481 479 396 397 
Common Shares: 
Shares outstanding at year end 41,272,312 40,918,550 40,741,498 40,731,498 
Toronto Stock Exchange price ranges — high $18 $19% $15% $15% 
— low $124 $145 $13 $134 
Number of common shareholders 9,447 9,503 9,903 11.745 
Employees: 
Westcoast — employee person years 870 862 844 833 
Consolidated — employees at year end 1,121 1,159 1,082 1,037 


*Restated to reflect prior period adjustments and 1986 presentation. 
**Before 1986 extraordinary item of $5,000,000 ($0.12 per share) and 1983 


extraordinary item of $16,645,000 ($0.41 per share). 
***Including investment in Texas Pacific. 
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1982 


1981 


1980 1979 1978 1977 
$1 eae oh a pooner $1,220,401 $1,101,398 $ 846,076 $ 782,270 
see .108, 1,073,453 1,002,075 766,739 707,292 
094 165,787 
Se ay ae oe 146,948 99,323 79,337 74,978 
; 97,913 49,453 32,978 31,416 
70,047 
ae pabes 49,035 49,870 46,359 43,562 
: , 3,165 3,399 3,400 3,400 
$ 66,905 $ 62,284 $ 45,870 $ 46,471 $ 42,959 $ 40,162 
$ 42,280 
183,268 : Re nos pie ae poe ee $ 23,652 $ 21,674 
; ; 154,931 104,977 84,594 81,460 
$1.65 $1.59 $1.29 
il 
naan sa $1.33 $1.25 $1.21 
a $0.80 $0.80 $0.69 $0.65 
6 58% 62% 60% , 9 
$4.51 $4.4 og ta 
.40 $4.36 $3.00 $2.46 $2.45 
$1 eases $1,602,493 $1,368,720 $1,223,059 $1,070,259 $ 932,821 
: 410,143 358,235 318,127 284,143 254,218 
bcs, 888 1,192,350 1,010,485 904,932 786,116 678,603 
08,748 186,631 212,360 182,042 140,549 125,383 
135,277 101,128 82,905 61,339 37,116 20,325 
iar EONS BN B0E 700 eS SPE AE ie PORE ES BRR Sit 
$ 701,618 $ 595,880 $ 525,822 $ 417,734 $ 376,393 $ 310,456 
36,966 36,966 36,966 39,604 40,000 40,000 
470,182 445,687 377,028 352,353 327,089 297,509 
1,208,766 1,078,533 939,816 809,691 743,482 647,965 
202,270 147,829 90,274 41,363 25,697 20,012 
276,507 188,069 212,930 239,179 141,663 106,296 
20,370 65,678 62,730 58,080 52,939 50,038 
$1,707,913 $1,480,109 $1,305,750 $1,148,313 $ 963,781 $ 824,311 
$ 747,803 $ 742,780 $ 706,156 $ 607,821 $ 546,579 $ 529,758 
11.9% 11.4% 10.9% 10.9% 11.0% 11.0% 
15.2% 15.4% 13.0% 14.0% 14.0% 14.5% 
58.0% 55.3% 56.0% 51.6% 50.6% 47.9% 
3.1% 3.4% 3.9% 4.9% 5.4% 6.2% 
38.9% 41.3% 40.1% 43.5% 44.0% 45.9% 
$11.56 $10.97 $10.42 $9.95 $9.44 $8.84 
14.6% 15.1% 12.6% 13.7% 13.8% 14.2% 
7 057 348 7 886 955 8 644 756 10 859 747 9 757 496 10 467 364 
19 335 21 608 23 620 29 753 26 733 28 678 
40 696 40 016 39 437 39 829 38 774 37 395 
41 053 41 053 41 053 37 704 36 996 36 996 
2 331 2 331 2 331 2 294 2 253 2 253 
2 104 2 104 2 104 1 968 1935 1 593 
350 493 337 966 337 966 337 966 337 966 333 492 
$ 36,978 $ 27,851 $ 32,624 $ 27,092 $ 28,110 $ 15,837 
ie 1,048 878 865 831 665 
12 did 12 14 11 10 
10,490 7,386 7,014 7,665 8,462 9,752 
390 388 361 345 344 324 
40,689,998 40,614,998 36,189,581 35,407,614 34,662,834 33,651,045 
$15% $15% $15% $16% $12% $113% 
$1134 $10% $12 $11%, $10% $ 8% 
12,581 13,396 13,278 12,660 12,496 9,870 
870 825 770 714 634 568 
1,057 1,031 971 921 808 743 
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oe ete Balance Sheets 


Westcoast Transmission Company Limited 


1986 1985 
(in thousands) 

Plant, property and equipment — net $1,617,986 $1,557,356 
Current assets 130,532 138,748 
Deferred charges and other investments 149,813 167,005 
Total assets $1,898,331 $1,863,109 
Common shareholders’ equity $ 508,789 $ 492,644 
Preferred shareholders’ equity 110,000 75,000 
Long term debt 763,146 763,174 
Deferred income taxes 321,858 294,353 
Current liabilities 168,682 213,251 
Minority interest in subsidiary companies 25,856 24,687 
Total liabilities and shareholders’ equity $1,898,331 $1,863,109 

Consolidated Statements of Operations 

For the six months ended June 30 

Westcoast Transmission Company Limited 

1986 1985 
(in thousands) 
Operating revenues $519,229 $613,285 
Operating expenses 415,398 504,062 
Operating income 103,831 1093228 
Other income 5,814 6,772 
109,645 115,995 

Interest on debt and other income deductions 51,604 49,928 
Income before undernoted items 58,041 66,067 
Income taxes 29,434 34,749 
Minority interest 1,416 1,783 
Net income 27,191 27099 
Provision for dividends on preferred shares 4,438 465 
Net income applicable to common shares $ 22,753 $ 29,070 
Common shares outstanding — weighted average 40,995 40,749 


Per common share — basic $0.56 $0.71 


Consolidated Statements of Changes in Financial Position 


For the six months ended June 30 


Westcoast Transmission Company Limited 


1986 


1985 


Operating activities: 
Operations 


Financing activities: 
Long term debt additions 
Long term debt repayments 
Common shares issued 
Preferred shares issued 
Preferred shares redeemed 


Investment activities: 
Additions to plant, property and equipment: 
Westcoast utility system 
Oil and gas exploration and development costs 
Petroleum incentives 


Other 


Investment in Texas Pacific Oil Canada Ltd. 
Northern pipeline projects 


Other 


Dividends 
Change in non-cash working capital 


Increase (decrease) in cash position during the period 
Cash position, beginning of period 


Cash position, end of period 


(in thousands) 


$ 84,249 $ 87,190 
50,663 74,063 
(15,619) (205273) 

2,388 Dis 
— 73,780 

= (34,238) 
37,432 93,847 
9,969 10,394 
SA 54,789 
(11,112) (17,906) 
5,170 14,380 
35,998 61,657 
— 118,440 
(976) (906) 
(1,019) 1,556 
34,003 180,747 
26,840 22,688 
8,490 10,667 
69,328 (11751) 
(74,180) (41,374) 
$ (4,852) $ (53,105) 


Cash position consists of cash and temporary cash investments net of bank indebtedness. 


Figures for this Interim Report are prepared from the records of the Company without audit. 


The comparative figures have been reclassified to conform to the 1986 presentation. 
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Director Director 


Report to Shareholders 


Financial Results 

Consolidated net income amounted to 
$272 million for the first six months of 
1986, as compared with $29.5 million for 
the corresponding period of 1985. 

After provision for preferred share 
dividends, earnings per common share 
were 56 cents for the first six months of 
1986, as compared with 71 cents for the 
corresponding period of 1985. The 
decrease in earnings is due primarily to 
reduced earnings by Westcoast Petroleum 
resulting from the impact of the decline in 
world energy prices. 

Consolidated funds generated from 
operations were $84.2 million for the first 
six months of 1986, as compared to $87.2 
million for the corresponding period 
of 1985. 


Second Quarter Results 
For the second quarter of 1986, consoli- 


dated net income amounted to $12.7 million 


as compared with $13.8 million for the 
corresponding period of 1985. 

After provision for preferred share 
dividends, earnings per common share 
were 26 cents for the second quarter of 
1986, as compared with 33 cents for the 
corresponding period of 1985. 

Consolidated funds generated from 
operations were $41.3 million for the 


second quarter as compared to $43.0 million 


for the corresponding period of 1985. 


Dividend 
On July 30, 1986, the Board of Directors 


declared a dividend of 26 cents per common 


share, payable September 30, 1986 to 
shareholders of record September 5, 1986. 


Gas Sales and Throughput 

Mainline gas sales for the first six months 
of 1986 were 3.5 billion cubic metres 
valued at $388.1 million as compared to 
3.9 billion cubic metres valued at $461.5 
million for the first six months of 1985. 
The decline in gas sales relates to lower 
prices on gas exports and displacement of 
gas sales volumes by transportation ser- 
vices for third parties. Mainline through- 
put which includes gas sales and transpor- 
tation services remained at the 1985 level 
of 3.9 billion cubic metres for the first six 
months of 1986. 


Oil and Gas Production 

Average daily production of oil rose to 
9,149 barrels per day and production of 
natural gas rose to 36.3 million cubic feet 
per day for the first six months of 1986, 
as compared to 6,986 barrels per day and 


29.5 million cubic feet per day during the 


first half of 1985. These increases are 
primarily due to the acquisition of Texas 
Pacific Oil Canada Ltd. and certain other 
related Canadian oil and gas properties 
by the Company in 1985. 


For the Board of Directors, 


CLs 


President and Chief Executive Officer 
August 7, 1986 
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WESTCOAST TRANSMISSION COMPANY LIMITED 


NOTICE OF ANNUAL MEETING OF SHAREHOLDERS 
APRIL 29, 1986 


TO THE SHAREHOLDERS OF 
WESTCOAST TRANSMISSION COMPANY LIMITED 


Take notice that the annual meeting of the shareholders of Westcoast Transmission Company 
Limited (the ‘*Corporation’’) will be held in the Hyatt Regency Hotel, Vancouver, British Columbia, on 
Tuesday, April 29, 1986, at the hour of 10 o’clock in the forenoon for the following purposes: 


1. To receive and consider the report of the directors of the Corporation, the statement of accounts and 
the auditor’s report. 


2. To elect 11 directors for the ensuing year. 
3. To appoint an auditor for the ensuing year. 


4. To transact such other business as may properly come before the meeting or any adjournment 
thereof. 


Proxies to be used at the meeting must be deposited with the Corporation on or before 10:00 a.m. 
Monday, April 28, 1986. 


The directors of the Corporation have previously fixed and advertised March 19, 1986 as the record 
date for the determination of shareholders entitled to receive this Notice. 


Dated at Vancouver, British Columbia, this 19th day of March, 1986. 


BY ORDER OF THE BOARD OF DIRECTORS 


P.G. Griffin 
Vice President and Secretary 


WESTCOAST TRANSMISSION COMPANY LIMITED 


MANAGEMENT PROXY CIRCULAR 


This Management Proxy Circular is furnished in connection with the solicitation of proxies on behalf of 
the Board of Directors of Westcoast Transmission Company Limited (the ‘‘Corporation’’) for use at the 
annual meeting of shareholders of the Corporation to be held at the date, place and time and for the purposes 
set forth in the accompanying Notice of Annual Meeting of Shareholders. 


Except as otherwise stated, the information contained herein is given as of March 19, 1986. This 
Management Proxy Circular and the accompanying Form of Proxy are expected to be mailed to shareholders 
on or before March 26, 1986. 


The mailing address of the Corporation’s registered office is 1333 West Georgia Street, Vancouver, B.C. 
V6E 3K9. 


VOTING AND VOTING RIGHTS 
Voting Rights 


As of the close of business on the record date, March 19, 1986, 40,963,550 issued and outstanding common 
shares of the Corporation were its only voting security. Each common share entitles the holder thereof to 1 vote. 
Cumulative voting is not provided for in the by-laws of the Corporation. 


Appointment of Proxyholder 


A shareholder entitled to vote at a meeting of shareholders may by means of a proxy appoint a proxyholder or 
one or more alternate proxyholders, who are not required to be shareholders, to attend and act at the meeting in the 
manner and to the extent authorized by the proxy and with the authority conferred by the proxy. 


Right of Revocation 
Any shareholder appointing a proxyholder to attend and vote at the annual meeting of shareholders of the 
Corporation may revoke such proxy in the following manner: 
(a) by depositing an instrument in writing executed by such shareholder or by his attorney authorized in 
writing 
(i) at the registered office of the Corporation at any time up to and including the last business day 
preceding the day of the meeting, or an adjournment thereof, at which the proxy is to be used, or 
(ii) with the chairman of the meeting on the day of the meeting or an adjournment thereof; or 


(b) in any other manner permitted by law. 


Method of Solicitation of Proxies 


Proxies will be solicited principally by mail. In addition to the use of the mails, proxies may be solicited by 
directors and officers of the Corporation by personal interview, telephone or telegraph. Banks, brokerage houses 
and other custodians, nominees or fiduciaries may forward the soliciting material to their principals and obtain 
authorizations for the execution of proxies and for so doing will be reimbursed by the Corporation for their 
out-of-pocket expenses incurred in connection therewith. 


Cost of Solicitation of Proxies 


The entire cost of the solicitation of proxies will be borne by the Corporation. 


Quorum 


Two shareholders or proxyholders present in person and holding in person or by proxy not less than a majority 
of the common shares entitled to be voted at a meeting constitute a quorum at a meeting of shareholders. 


Vote Required 


The resolutions to be presented at the meeting for the election of directors and the reappointment of the 
incumbent auditor are ordinary resolutions requiring the favourable vote of a majority of the common shares 
represented and voting in person or by proxy at the meeting. 


Proxy Voting 


Common shares represented by any effective proxy in the form provided given by any shareholder will 
be voted or withheld from voting in accordance with the instructions specified therein and, where no choice is 
specified, will be voted for the nominees for directors proposed by the Board of Directors and for the 
appointment of Clarkson Gordon as auditor. The Form of Proxy confers discretionary power in respect of 
amendments to matters identified in the notice of meeting or other matters that may properly come before the 
meeting. At the date of the notice of meeting, there are no variations or amendments to such matters or any other 
matters to come before the meeting known to the Board of Directors. 


Principal Holders of Common Shares 


Those persons who, as of March 19, 1986, beneficially owned common shares of the Corporation carrying 
more than 5% of the votes attached to common shares of the Corporation, insofar as the directors and officers of the 
Corporation have knowledge thereof, are as follows: 


Name and Address No. of Common Shares Percentage 
of Shareholder Beneficially Owned()) of Class(2) 
Petro-Canada Inc.(@) 12,728,245 31.1% 
P.O. Box 2844 
Calgary, Alberta 
1A S388) 
B.C. Resources 3,471,375 8.5% 


Holdings Ltd.(4) 

1176 West Georgia Street 
Vancouver, B.C. 

V6E 4B9 


(1) As used in this Management Proxy Circular, ‘‘beneficially owned’ means the sole or shared power to vote, or 
to direct the voting of, a security and/or the sole or shared investment power with respect to a security (i.e., the 
power to dispose of, or to direct the disposition of, a security). In addition, for purposes of this Management 
Proxy Circular, a person is deemed, as of any date, to have beneficial ownership of any security that such 
person has the right to acquire within sixty days of such date. 


(2) Percentage of class is based on the number of common shares outstanding on March 19, 1986. 
(3) Petro-Canada Inc. is a wholly-owned subsidiary of Petro-Canada. 


(4) B.C. Resources Holdings Ltd. is a wholly-owned subsidiary of British Columbia Resources Investment 
Corporation. 


DIRECTORS 


Election of Directors 


Action is to be taken at the annual meeting to elect 11 directors of the Corporation. The directors elected at the 
meeting will serve for a term from the date of election until the next annual meeting and/or until their respective 
successors have been elected or appointed. 


Nominees for Directors 


The 11 persons listed below are nominees for election as directors of the Corporation. All of the nominees were 
previously elected by the shareholders of the Corporation. Although no nominee has advised that he will be unable to 
accept nomination or election, if one or more of the nominees referred to should be unable to accept nomination or 
election, the persons whose names are printed in the enclosed proxy intend to vote for the remaining nominees and 
such substitute nominees as may be designated by the Board of Directors. 


The following table includes information which has been furnished by the nominees respecting certain equity 
securities beneficially owned as of March 19, 1986 by such nominees, their principal occupations, employment, 
business experience and certain other information. Unless otherwise indicated, each nominee has been engaged in 
his current principal occupation for at least the last 5 years. 


As of March 19, 1986, officers and directors of the Corporation as a group beneficially owned 418,103 (1%) of 
the common shares of the Corporation. The common shares used in computing the percentage include the common 
shares actually outstanding on March 19, 1986, and the 151,160 common shares that such officers and directors had 
the right to acquire pursuant to share options and the conversion of Series A Second Preferred Shares of the 
Corporation within 60 days following such date. Each nominee’s beneficial ownership represents less than 2 of 1% 
of the outstanding Corporation common shares. 


Name, Age, Principal Occupation Beneficial Ownership of 
and Other Information\)(2) Common Shares()G3)(4) 


JOHN ANDERSON, 60, President and Chief Executive Officer 

of the Corporation, Vice Chairman and a Director of Saratoga, 

Chairman and a Director of PNG, Chairman and a Director of 

WPL, Vice President and a Director of Foothills Yukon, Vice 

Chairman and a Director of Foothills NBC, President and Chief 

Executive Officer and a Director of Foothills Oil; a Director of 

the Corporation since 1970. 96,2256) 


JAMES S. BYRN, 61, Chairman of Gulf Group Canada Limited, 

an investment holding company, since March 1983, prior to which 

was Chairman of Schenley Canada Inc., distillers, between 

October 1981 and March 1983, and for more than five years prior 

to October 1981 was President and Chief Executive Officer of 

Genstar Marine Limited, tug and barge operators, and a 

predecessor company, a Director of Foothills Yukon; a Director 

of the Corporation since 1978. 300 


DAVID L. HELLIWELL, 50, President of Marin Investments 

Ltd., an investment holding company, since November 1981, prior 

to which was successively President and Chairman of British 

Columbia Resources Investment Corporation, a public resource 

investment company; a Director of the Corporation since 1979. 1,932(6) 


WILBERT H. HOPPER, 52, Chairman of the Corporation, 
Chairman and Chief Executive Officer of Petro-Canada, a Crown 
energy corporation; a Director of the Corporation since 1979. —(7) 


Name, Age, Principal Occupation Beneficial Ownership of 
and Other Information\)(2) Common Shares()(3)(4) 


EDWARD M. LAKUSTA, 55, President and Chief Operating 

Officer of Petro-Canada, a Crown energy corporation, since June 

1982, prior to which was Senior Vice President, Manufacturing of 

Gulf Oil Company between January 1982 and June 1982, and for 

more than five years prior to January 1982 held various senior 

executive positions with Gulf Oil Company and its subsidiaries; 

a Director of the Corporations since 1982. —(7) 


WENDY B. McDONALD, 63, President and Chairman of the 

Board, B.C. Bearing Engineers Ltd., industrial distributors of 

bearings and power transmissions; a Director of the Corporation 

since May 1985. — 


DAVID P. O’BRIEN, 44, Executive Vice President of Petro- 

Canada, a Crown energy corporation, since November 1985, and 

for more than five years prior to November 1985 was employed in 

various senior executive positions with Petro-Canada; a Director of 

the Corporation since 1983. —{7) 


DEREK H. PARKINSON, 60, Senior Vice President and Chief 

Financial Officer of the Corporation since February 1982, and for 

more than five years prior to February 1982 was employed in 

various executive positions with MacMillan Bloedel Limited, a 

lumber and forest products company, a Director of WPL, a Direc- 

tor of Foothills Yukon; a Director of the Corporation since 1983. 39 ,000(8) 


EDWIN C. PHILLIPS, 68, Consultant, and for more than five 

years prior to October 1982 was successively President and 

Chairman of the Corporation, Vice Chairman and a Director of 

Foothills Yukon, a Director of British Columbia Resources 

Investment Corporation and a Director of Dynalectron 

Corporation; a Director of the Corporation since 1969. 56,223 


ARTHUR H. WILLMS, 44, Senior Vice President of the 

Corporation since October 1981, and for more than five years 

prior to October 1981 was employed in various executive positions 

with the Corporation, a Director of WPL, a Director of PNG; a 

Director of the Corporation since 1983. 43,2899) 


CHARLES N. W. WOODWARD, 61, Chairman of the Board and 
Chief Executive Officer of Woodward’s Limited, retail merchants; 
a Director of the Corporation since 1970. 200 


(1) 


As defined in the rules under the Securities Exchange Act of 1934 of the United States of America and for 
purposes of this Management Proxy Circular, the following corporations may be deemed to be ‘‘subsidiaries”’ 
of the Corporation: Foothills Pipe Lines (Yukon) Ltd. (‘‘Foothills Yukon’’ ), Foothills Pipe Lines (North B.C.) 
Ltd. (‘‘Foothills NBC’’ ), Foothills Oil Pipe Line Ltd. (‘‘Foothills Oil’’), Pacific Northern Gas Ltd. (‘‘PNG’’), 
Saratoga Processing Company Limited (‘‘Saratoga’’) and Westcoast Petroleum Ltd. (‘‘WPL’’); and the 
following corporations, by virtue of their share ownership, may be deemed to be ‘‘parents’’ of the Corpora- 
tion: Petro-Canada Inc. and Petro-Canada (see ‘‘Principal Holders of Common Shares’’ ). Inno case does the 
number of shares of an equity security of a subsidiary of the Corporation shown as ‘‘beneficially owned’’ by 
any person include the shares of such equity security beneficially owned by the Corporation, as to which shares 
such persons disclaim beneficial ownership. The Corporation owns 50% of the voting securities of Foothills 
Yukon and Foothills Oil, the other 50% of each of Foothills Yukon and Foothills Oil are owned by another 
company in which neither the Corporation nor any subsidiary or affiliate of the Corporation has an interest. 
Under agreement between the Corporation and such other company, the Corporation and such other company 
are entitled to equal representation on the board of directors of Foothills Yukon. The Corporation disclaims 
direct or indirect control of Foothills Yukon or Foothills Oil. 
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(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


(8) 


(9) 


Each of the directors individually and all of the directors and officers of the Corporation as a group beneficially 
own less than 1% of the outstanding Series A Second Preferred Shares of the Corporation. 


Mr. Anderson owns 1,000 common shares of PNG and 1,000 shares of Saratoga, and has the right to acquire 
20,000 common shares of PNG within 60 days following March 19, 1986 pursuant to the exercise of share 
options. Mr. Phillips owns 1,000 common shares of PNG. These shares represent 1.4% of the outstanding 
common shares of PNG and less than 1% of the outstanding shares of Saratoga. 


Except as otherwise noted in the footnotes to the above table, the directors and officers have sole voting and 
investment power with respect to the shares shown as beneficially owned by them. 


Includes 18,000 common shares that Mr. Anderson has the right to acquire within 60 days following March 19, 
1986 pursuant to the exercise of share options. 


Mr. Helliwell has the right to acquire 1,932 common shares within 60 days of March 19, 1986 by the conversion 
of Series A Second Preferred Shares of the Corporation. 


Petro-Canada Inc., of which Messrs. Hopper, Lakusta and O’Brien are directors, beneficially owns 
12,728,245 common shares, as to which Messrs. Hopper, Lakusta and O’ Brien disclaim beneficial ownership. 


Includes 24,000 common shares that Mr. Parkinson has the right to acquire within 60 days following March 19, 
1986 pursuant to the exercise of share options. 


Includes 12,000 common shares that Mr. Willms has the right to acquire pursuant to the exercise of share 
options and 128 common shares Mr. Willms has the right to acquire by the conversion of Series A Second 
Preferred Shares of the Corporation within 60 days following March 19, 1986. 


Remuneration of Directors and Officers 


For the purposes of the Canada Business Corporations Act, the following table sets forth for the fiscal year 


ended December 31, 1985, the aggregate remuneration received from the Corporation and its subsidiaries by the 
directors and those officers of the Corporation receiving in excess of $40,000: 


Directors’ Total 
Fees Salaries Other@) Remuneration 
AS A GROUP: 
12 Directors 
The Corporation S117, 6500 3b $ — $ 117,650 
Westcoast Petroleum Ltd. (3 Directors) 22,800 — — 22,800 
Pacific Northern Gas Ltd. (2 Directors) 10,100 — — 10,100 
Saratoga Processing Company Limited 
(1 Director) 4,000 — — 4,000 
$154,550 $ — $ — $ 154,550 
AS A GROUP: 
15 Officers 
The Corporation $ — $1,634,394 $72,885 $1,707,279 
Westcoast Petroleum Ltd. (2 Officers) 6,900 41,250 — 48,150 
Pacific Northern Gas Ltd. (4 Officers) — — — 
Saratoga Processing Company Limited 
(6 Officers) 4,400 — — 4,400 
$ 11,300 $1,675,644 $72,885 $1,759,829 


() Corporation contributions to Employee Savings Plan and the Corporation’s Pension Plan. 


The following table shows information with respect to all cash compensation received for services in all 


capacities to the Corporation and its subsidiaries, during the fiscal year ended December 31, 1985, by (i) each of the 


five most highly compensated executive officers of the Corporation and (ii) all executive officers of the Corporation 
as a group: 


Individual or Group Position Cash Compensation) 


John Anderson President and Chief Executive Officer $ 343,700 

J. Edward Johnson Vice President, Operations 121,714 

John A. Kavanagh Vice President, Engineering 120,250 

Derek H. Parkinson Senior Vice President and 187,421 
Chief Financial Officer 

Arthur H. Willms Senior Vice President 171,650 

All Executive Officers (12) as a group $1,533,468 


(1) During the fiscal year ended December 31, 1985, the executive officers of the Corporation did not receive any 
compensation, other than the cash compensation and compensation pursuant to Corporation plans shown in 
this Management Proxy Circular, which exceeded (i) with respect to any named individual, the lesser of 
$25,000 or 10% of his reported cash compensation or (ii) with respect to the group of 12 executive officers, the 
lesser of $300,000 or 10% of the total cash compensation reported for the group. 


(2) The dollar amounts shown in this table and elsewhere in this Proxy Circular are stated in Canadian dollars. 


Employee Savings Plan 


The Corporation has an Employee Savings Plan available to all full-time employees of the Corporation. 
Participation in the plan is conditional upon one year’s service with the Corporation. Under this plan, all eligible 
employees of the Corporation are entitled to a contribution by the Corporation up to a maximum of 5% of the 
participant’s basic earnings. During the fiscal year ended December 31, 1985 the Corporation made contributions 
under the Employee’ Savings Plan as follows: 


Individual or Group Contribution 
John Anderson $13,187 
J. Edward Johnson 5,866 
John A. Kavanagh 5,925 
Derek H. Parkinson 6,409 
Arthur H. Willms 8,038 
All Executive Officers (12) as a Group $55,699 


Key Employee Stock Option Incentive Plans 


On April 20, 1976, the shareholders approved the 1976 Key Employee Stock Option Incentive Plan (the **1976 
Plan’’), under which options were granted to selected key employees for the purpose of encouraging them to acquire 
a proprietary interest in the Corporation, to continue as employees of the Corporation and to increase their efforts on 
behalf of the Corporation. The 750,000 common shares (as adjusted for the 3-for-1 split on May 12, 1978) which 
were reserved under the 1976 Plan, have all been issued upon the exercise of options or are subject to options 
outstanding thereunder. On April 27, 1983, the shareholders approved the reservation of a further 500,000 common 
shares for issuance upon the exercise of options to be granted to key employees of the Corporation and its 
subsidiaries, including officers and such directors as are employees, under the 1983 Key Employee Stock Option 
Incentive Plan (the ‘‘1983 Plan’’). The 1983 Plan is administered by the Compensation Committee of the Board of 
Directors, none of whose members are eligible to receive options under option plans of the Corporation. The terms 
of individual options are to be determined by the Compensation Committee, subject to the limitations set out in the 
1983 Plan. The exercise price of an option granted under the 1983 Plan is to be the closing bid price of the common 
shares as determined by trading on the Toronto Stock Exchange on the date the option is granted. Options may be 
granted for a term not exceeding 10 years, and are non-transferable, other than by will or by applicable law of 
descent. 


Both the 1976 Plan and the 1983 Plan authorized the Corporation to make interest-free loans to certain key 
employees to exercise stock options under those plans. As of March 19, 1986 no such loans have been granted under 
the 1983 Plan. Certain interest-free loans were granted under the 1976 Plan to executive officers, as well as to other 
officers and such directors as are full-time employees of the Corporation (see ‘“Indebtedness of Directors and Senior 
Officers’’). The non-cash compensation received by those directors and officers during the fiscal year ended 
December 31, 1985 in respect of those loans, which was calculated on the prevailing bank prime rate of interest 
during the currency of the loans in 1985, is set forth in the following table: 


Non-Cash Compensation 
in Respect of 


Individual or Group Interest-Free Loans 
John Anderson $ 35,220 

J. Edward Johnson — 

John A. Kavanagh 26,296 
Derek H. Parkinson 15,736 
Arthur H. Willms 33,707 

All executive officers (12) as a group $159,928 

All directors and officers (27) as a group $181,071 


The following table, for the fiscal year ended December 31, 1985 shows as to the five most highly compensated 
executive officers, as to all executive officers as a group and as to all directors and officers as a group, information as 
to (i) options to purchase Corporation common shares granted in that fiscal year, and (11) the Corporation common 
shares acquired through the exercise of options in that fiscal year: 


Granted Exercised 
January 1, 1985 January 1, 1985 
to December 31, 1985 to December 31, 1985 
Average Net value realized 

No. of Option No. of (market price less 
Individual or Group Shares Price Shares exercise price) 
J. Edward Johnson — — 8,500 $ 77,563 
All executive officers 
(12) as a group 10,000 16.125() 15,500 $103 ,063(2) 
All directors and officers 
(27) as a group 10,000 16.125() 15,500 $103 ,063(2) 


(1) During the fiscal year ended December 31, 1985 an option on Corporation common shares was granted to one 


officer on May 10, 1985 at a price of $16.125 per common share. The option expires 10 years from the date on 
which the option was granted. 


(2) During the fiscal year ended December 31, 1985 Corporation common shares were acquired by officers 
through the exercise of options at prices of $7.875 and $15.00 per common share. 


The price range of the Corporation’s common shares on the Toronto Stock Exchange during each of the 
calendar quarters of 1985 was as follows: 


High Low High Low 
Ist quarter 15% 14% 3rd quarter 19% 15% 
2nd quarter 19% 14% 4th quarter 18% 15% 


Pension Plan 


The Corporation has a defined benefit Pension Plan covering all eligible full-time employees. The cost of such 
Pension Plan is borne wholly by the Corporation. Each year the Corporation funds the current service cost of the 
Pension Plan and contributions vest in an employee after five years of membership. Membership in the Plan is 
conditional upon one year’s service with the Corporation. Persons first employed at age 59 or over are ineligible for 
membership. 


Benefits under the Pension Plan are based on 2.4% of an employee’s salary for each year or part thereof of 
membership in the Plan. Under the Income Tax Act of Canada, however, the maximum annual benefit is limited to 
the lesser of $60,000 or $1,715 times the number of years of membership in the Plan. 


The 1985 earnings for purposes of the Pension Plan of officers of the Corporation are substantially equivalent to 
the amounts set forth in the column ‘‘Cash Compensation’’ of the Executive Compensation table. The individuals 
named have the following years of accredited service as of December 31, 1985: John Anderson — 24; J. Edward 
Johnson — 28; John A. Kavanagh — 19; Derek H. Parkinson — 4; Arthur H. Willms — 14. These Pension Plan 
benefits are not subject to government social security plan deductions. 


The estimated annual benefits upon retirement at normal retirement age under the Pension Plan are as follows: 


Estimated Annual 


Individual or Group Retirement Benefits 
John Anderson() $ 48,740 
J. Edward Johnson(2) 59,024 
John A. Kavanagh(?) 57,307 
Derek H. Parkinson(2) 14,727 
Arthur H. Willms(2) 563595 
All executive officers (12) as a group®) $414,032 


(1) The Corporation has an agreement with John Anderson dated September 30, 1983, whereby following his 
retirement, if after age 62, the Corporation will pay him an annual retirement allowance which, when added to 
the normal retirement income he will receive from the Corporation’s Pension Plan, will result in an aggregate 
amount equal to 70% of his annual salary in effect on the date of his retirement. 


(2) The Corporation has agreements (i) with all of the executive officers other than the Chairman and the President 
and Chief Executive Officer, and (ii) with the Treasurer and the Comptroller of the Corporation, dated 
September 14, 1984 and March 14, 1986, whereby following their retirement, the Corporation will pay to each 
of them a supplementary retirement allowance which, when added to the normal retirement income each will 
receive from the Corporation’s Pension Plan, will result in an annual retirement income equal to that which 
would be determined in accordance with the Corporation’s Pension Plan if the limitations imposed by the 
Income Tax Act of Canada did not apply. 


During the fiscal year ended December 31, 1985, the Corporation made payments to Edwin C. Phillips, a 
director of the Corporation, in accordance with an agreement dated April 21, 1976, under which the Corporation 
commenced on November 1, 1982, to pay him an annual retirement allowance which, when added to the normal 
retirement income he receives from the Corporation’s Pension Plan, results in an aggregate annual amount of 
$174,000, which is equal to 60% of his annual salary in effect on the date of his retirement. 


Scale of Fees 


The Corporation pays its directors an annual fee of $7,000 plus an allowance of $500 for attendance at each 
Board and Board Committee meeting. The Chairmen of the standing committees of the Board are entitled to an 
additional fee of $100 per meeting and directors travelling to a meeting from outside the province in which a meeting 
is held are entitled to an additional per diem fee of $500. None of the foregoing emoluments is paid to those directors 
who are full time employees of the Corporation. 
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Transactions with Directors 


The Corporation entered into an agreement dated October 19, 1982, as amended by an agreement dated April 
30, 1984, with Edwin C. Phillips, a director of the Corporation, under which Mr. Phillips agreed to provide 
consulting services to the Corporation until April 19, 1985 at a fee of $100,000 per annum. Mr. Phillips retired as an 
employee of the Corporation effective October 19, 1982. 


Termination of Employment 


The Corporation has an agreement dated September 30, 1983 with John Anderson, the President and Chief 
Executive Officer of the Corporation, which provides that in the event his employment is terminated other than at his 
own request prior to his attaining age 62, Mr. Anderson will receive a lump sum severance payment equal to the 
lesser of (i) three times his then current annual salary or (ii) the amount which Mr. Anderson would have earned at 
his then current annual salary for the period from the date of such termination until the date on which he would attain 
the age of 62 years. 


Indebtedness of Directors and Officers 


The following directors and officers are indebted to the Corporation in respect of non-interest bearing loans for 
the purchase of common shares of the Corporation under the 1976 Key Employee Stock Option Incentive Plan. 


Largest Aggregate Current Outstanding 
Amount of Amount of 
Director or Officer and Indebtedness Indebtedness 
Municipality of Residence in 1985 as of March 19, 1986 
John Anderson $339,180 $320,460 
West Vancouver, B.C. 
W.B. Caswell 169,590 160,230 
North Vancouver, B.C. 
W.N. Collett 169,590 160,230 
North Vancouver, B.C. 
J.A. Kavanagh 253,620 238,644 
North Vancouver, B.C. 
R.B. Maas 22,776 21,278 
Tsawwassen, B.C. 
D.H. Parkinson 151,920 142,560 
Vancouver, B.C. 
J.H. Podmore 34,164 31,918 
Vancouver, B.C. 
A.H. Willms 324,690 306,594 


North Vancouver, B.C. 


Directors and Officers Liability Insurance 


As contemplated by Section 119(4) of the Canada Business Corporations Act, the Corporation has purchased 
and paid the premium for insurance with a limit of $10,000,000 in each policy year in respect of potential claims 
against its directors and officers and in respect of loss for which the Corporation may be required or permitted by law 
to indemnify such directors and officers. The policy excludes from the coverage $5,000 in respect of each loss in 
respect of claims against each director and officer (limited in the aggregate to $25,000 in respect of any one loss) and 
$100,000 ($300,000 for claims made in the United States) in respect of claims arising under the Corporation 
reimbursement portion of the policy. The Corporation was not aware at the time of purchase and is at the date hereof 
unaware of any actual or potential suit or claim which would result in a claim on the insurers. There is a flat premium 
payable in the sum of $105,140 for one year. It is not segregated as to groups. 
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Standing Committees of the Board of Directors 


The directors have duly appointed the following standing committees: 


An Executive Committee, comprised of Messrs. John Anderson as Chairman, James S. Byrn, Wilbert H. 
Hopper, Derek H. Parkinson and Arthur H. Willms, which has and exercises all of the powers of the directors save 
and except those which by the provisions of the Canada Business Corporations Act cannot be delegated to a 
committee and those which are specifically prohibited or reserved by the directors to themselves. 


An Audit Committee, comprised of Messrs. David L. Helliwell as Chairman, Wendy B. McDonald and David 
P. O’Brien, which has and exercises the customary functions of such committees including the review of the 
Corporation’s financial statements and methods of record keeping and the reporting of its findings to the Board of 
Directors. 


A Compensation Committee, comprised of Messrs. James S. Byrn as Chairman, Wilbert H. Hopper and 
C.N.W. Woodward, which has and exercises the customary functions of such committees including the making of 
recommendations to the directors concerning the salaries and other compensation of the principal officers of the 
Corporation and the benefit programs of the Corporation, and the investigation, when deemed appropriate, of the 
general field of compensation for executive personnel. 


The Corporation does not have a standing nominating committee or any committee of the Board of Directors 
performing similar functions. 


Meetings of Directors and Standing Committees 


During 1985, being the last fiscal year of the Corporation, the following meetings were held: 


Board of Directors 
Executive Committee 
Audit Committee 
Compensation Committee 


Oo & oo \O 


All the directors attended at least 75% of the aggregate meetings of the Board and the Committees of which they 
were members during the year. 


TRANSACTIONS WITH SHAREHOLDERS 


During the fiscal year ended December 31, 1985, the Corporation purchased certain supplies of natural gas in 
Alberta from Petro-Canada Inc. under long-term contracts. The aggregate dollar value of such purchases was 
$570,183. The gas purchase contracts vary in term from 20 years to the life of the leases from which gas is being 
produced and are similar as to price and other material terms and conditions to other gas contracts entered into by the 
Corporation with other producers of gas in Alberta. The Corporation believes that the terms of such transactions are 
no less favourable to the Corporation than those which could have been arranged with unrelated third parties. 


During the fiscal year ended December 31, 1985, the Corporation also made payments to Petro-Canada Inc. in 
respect of the operation of the Corporation’s McMahon Gas Processing Plant. The aggregate dollar value of such 
payments was $4,903,000. Under the plant operating agreement, the term of which has been extended to April 1, 
1988, the Corporation pays Petro-Canada Inc. the direct costs and allocated indirect costs of operating the gas plant, 
plus an operating fee equal to 12% of the direct and indirect costs of operating the plant. The Corporation believes 
that the terms of this transaction are no less favourable to the Corporation than those which could have been arranged 
with unrelated third parties. 


Under the terms of agreements dated August 1, 1984, the Corporation entered into a joint venture with 
Petro-Canada Inc. for the construction and operation of a natural gas liquids extraction plant located at Taylor, 
British Columbia. The plant, which extracts gas liquids from the natural gas stream in the Corporation’s pipeline 
system, was constructed at an overall capital cost of $62,311,000 and commenced operations in November 1985. 
Petro-Canada Inc. and the Corporation contribute equally to the costs of the extraction plant and each have a 50% 
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interest in both the plant and the gas liquids produced by the plant. The Corporation believes that the terms of the 
joint venture are no less favourable to the Corporation than those which could have been arranged for a similar joint 
venture with unrelated third parties. 


During the fiscal year ended December 31, 1985, Westcoast Petroleum Ltd. (““WPL’’) sold crude oil produced 
in the Province of Alberta to Petro-Canada Inc. The aggregate dollar value of such sales was $40,989,000. WPL also 
entered into an agreement with Petro-Canada Inc. during the fiscal year ended December 31, 1985, under which 
WPL will pay 50% of the exploration costs over a three-year period to earn a twenty-five percent interest in up to 
twelve million acres of undeveloped lands in the Mackenzie River Valley in the Northwest Territories of Canada. 
The potential cost of the exploration program to WPL over a three-year period is $35,000,000, before deducting 
Petroleum Incentive Payments, although the actual cost will depend on WPL’s participation as exploration 
progresses. WPL was also involved during the fiscal year ended December 31, 1985 with Petro-Canada Inc. and 
certain of its subsidiaries in joint venture oil and gas exploration and production activities. The Corporation believes 
that the terms of these transactions and joint ventures are no less favourable to WPL than those which could have 
been arranged for similar transactions and joint ventures with unrelated third parties. 


AUDIT MATTERS 
Auditor 


Action is to be taken at the meeting with respect to the appointment of Clarkson Gordon, Chartered 
Accountants, Vancouver, British Columbia, as auditor for the Corporation for the ensuing year. Clarkson Gordon, 
first appointed in October, 1956, and acting since that time, does not, directly or indirectly, own any shares of, nor 
has it any financial interest, direct or indirect, in the Corporation or any of its subsidiaries, nor has it had any 
connection with the Corporation or any of its subsidiaries during the past 2 years other than as independent auditor 
and accountant for the Corporation. No officer, director or associate of the Corporation has any interest in Clarkson 
Gordon. 


Representatives of Clarkson Gordon have in the past been present at annual general meetings of the 
shareholders and are expected to be present at the annual general meeting on April 29, 1986. They will have the 
opportunity to make a statement if they desire to do so and will be available to respond to appropriate questions raised 
at the meeting. 


SHAREHOLDER PROPOSALS FOR 1987 ANNUAL MEETING 


Shareholder proposals to be considered at the 1987 annual meeting must be received by the Corporation by 
January 29, 1987 to be included in the proxy materials for such annual meeting. 


FORM 10-K 


The Corporation is prepared to provide without charge to owners of record of shares of the Corporation, 
upon written request, a copy of the Corporation’s annual report on form 10-K, including the financial 
statements and schedules thereto, filed with the Securities and Exchange Commission, Washington, D.C. 


Written requests should be directed to the Secretary of the Corporation, 1333 West Georgia Street, 
Vancouver, B.C. V6E 3K9. 


APPROVAL 


The contents and the sending of this Management Proxy Circular were approved by the directors of the 
Corporation on February 5, 1986. 


P.G. Griffin 


Vice President and Secretary 
March 19, 1986 
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